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The present work has been undertaken in the belief that the 
existing status of economic theory calls urgently for the restate- 
ment of economic concepts and for the revision of fundamental 
economic problems. In the world of business and industry most 
essential changes have been wrought out in the past half-century. 
The rapid subjugation of nature by social forces; the growing 
predominance of the pecuniary or acquisitive over industrial 
motivation; the progressive concentration of pecuniary authority 
and discretion as illustrated in the development of monopolies and 
in the increasing directive power of small groups of financial 
agents; the growing importance of the time element in economic 
activity resulting from the roundaboutness of the modern indus- 
trial process and a transition from money to credit economy * — 


1The purposes of this introduction forbid more than this bare reference to 
the revolutionary forces in contemporary economic life. These forces and their 
implications have recently been treated at considerable length by writers of repute, 
and notably by Americans. The distinction between the pecuniary and industrial 
motives and the implications of this distinction are considered by Dr. Thorstein 
B. Veblen in his recently published Theory of Business Enterprise (Scribner’s, 
1904). This work also contains a suggestive chapter on “ The Use of Loan 
Credit in Modern Business,” which is practically reprinted from the “ Decennial 
Publications of the University of Chicago,” First Series, Vol. IV, p. 31. The 
distinction between pecuniary and industrial is brought out also by Dr. Werner 
Sombart in Der moderne Capitalismus (Leipzig, 1902). The implications of the 
time element have been systematically considered by Dr. Frank A. Fetter in The 
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these and other manifestations of economic development have, 
especially of late, altered in some of its fundamental aspects the 
material of economic speculation. 

In the world of science the half-century has wrought equally 
essential changes which seem also to require readjustment in the 
field of economic theory. The evolutionary point of view has 
become firmly established, and has revolutionized men’s notions 
in regard to the essential nature of scientific problems and scien- 
tific method. Sciences under its influence no longer concern them- 
selves primarily with the normal, the typical, the abstract, but 
tend to recognize only the concrete and the actual; they are no 
longer content to ask what and how, but increasingly demand to 
know why; they are no longer satisfied to find answers to their 
queries in morphological classification and in mechanical equili- 
brium of present but abstract forces, but demand solutions of 
scientific problems in terms of the life-history of concrete material. 
In short, in obedience to the evolutionary spirit, there has been a 
notable tendency in modern science to abandon abstract material 
for concrete; classification in terms of present form and function 
for classification in terms of genesis and process; static for 


dynamic problems; mechanical solutions for solutions in terms of 
cumulative change.” 


Principles of Economics (Century, 1904), and also in the following recent con- 
tributions to periodical literature: ‘“ Recent Discussions of the Capital Concept,” 
Quarterly Journal of Economics, Vol. XV, p. 1; “The Next Decade of Economic 
Theory,” Publications of the American Economic Association, Third Series, Vol. 
II, p. 236; “The Roundabout Process in the Interest Theory,” Quarterly Journal of 
Economics, Vol. XVII, p. 163; “ Relations between Rent and Interest,” Publica- 
tions of the American Economic Association, Third Series, Vol. V, p. 176. To 
Béhm-Bawerk should be given credit for initiating the scientific discussion of the 
time element in economics. See his Positive Theory of Capital, Book V. Several 
writers have of late considered the monetary implications of the modern develop- 
ment of credit, but special recognition in this field should be accorded to Professor 
J. Laurence Laughlin. His main work in this connection is to be found in 
The Principles of Money (Scribner’s, 1903), in the Final Report of the Monetary 
Commission of the Indianapolis Convention, 1898, and in a paper on “Credit” 
contributed to the Decennial Publications of the University of Chicago, First 
Series, Vol. IV, p. 1. 

* The citation of specific authority in proof of these statements hardly seems 
to be required. The whole body of work in the field of biology under the Dar- 
winian impulse substantiates what is here said. 
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To the influence of this dual revolution in fact and thought 
economics has been slow to respond. Economists indeed, almost 
en masse, have seemed to feel the need of theoretical readjustment, 
but, with a few notable exceptions, efforts in this direction have 
been relatively ineffective. The progressive revolution in the 
economic organization has been met in general by theoretical 
repairs merely, such as are implied in perfunctory distinctions like 
that between private and social capital, in greater emphasis on the 
element of “friction” in connection with the “normal” com- 
petitive activity and results, in recognition of the more obvious 
monetary implications of the growing importance of credit. The 
revolution in scientific thought has in general produced in the 
field of economic reasoning nothing more serious than harmless 
diversions, such as are represented by emphasis on the relativity 
of economic percepts, erudite discussion of the evolution of ter- 
minology, and introductory essays on the growth of modern 
industry. In fact, the great body of generally accepted economic 
theory seems to have remained essentially unmodified by the 
recent progressive revolution both in science and economy. 

If proof and illustration of this statement are needed, they 
may be found in the current conception and solution of any typi- 
cal problem in the field of economic theory. Take, for example. 
the problem of wages. Whether the view of the classical English 
writers, or that of the Austrian school, or of the group of eclectic 
writers best represented by Alfred Marshall, be taken, the wage 
question is considered altogether as a static problem, its solution 
is undertaken solely by the method of equilibrium of forces, and 
the analysis of the conditions which determine wages shows a 
defective, and one might almost say an archaic, conception of the 
present-day economic situation. 

The slightest consideration seems sufficient to justify the last 
of these charges. In spite of the splendid development of 
monopoly conditions, and the widespread organization of em- 
ployers and laborers, the normal wage-rate is still taken to be 
one fixed by free and individual competition. In face of the evi- 
dent pecuniary authority and discretion of the business under- 
taker, and the progressive concentration of this authority, indus- 
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trial initiative and discretion are still supposed to reside in the 
laborer equally with the employer; where efficiency is supposed 
to constitute a condition determining wages, practically no dis- 
tinction is made between efficiency which is industrial and that 
which is merely pecuniary; and, notwithstanding the universal 
recognition of the roundaboutness of the typical modern indus- 
trial process, orthodox * doctrine contains hardly the beginnings 
of an adequate consideration of the time element in relation to 
wages. In short, in the analysis of the conditions which govern 
the fixing of wages the essential and fundamental factors of mod- 
ern economy are very largely ignored. The economic organiza- 
tion which is taken as contemporary by these schools of thought 
is one which existed, or was supposed to exist, in an earlier eco- 
nomic era. This is true not merely in relation to the wage ques- 
tion, but to economic problems generally. 

A somewhat more detailed consideration is necessary to show 
that the wage problem, in the view of orthodox economics, is 
static merely, and that it is solved solely by the method of equili- 
brium. If we analyze the wage discussions of these dominant 
schools of economic thought, we find that in the case of all of 
them the central conception is that of a normal wage; this wage 
is not any definite or concrete or historical thing, but is admittedly 
an abstraction; the problem as conceived is not what is this nor- 
mal wage, or how does it progressively vary, but what are the 
general and abstract forces that determine it; the solution of the 
problem is sought in the examination of conditions that are sup- 
posed normally to govern the strength of opposing forces; and 
finally the wage problem, so far as considered, is solved, when, 
the strength of opposing forces having been demonstrated, the 
abstract conditions of stable equilibrium have been determined. 

The essential truth of this analysis will be at once recognized 
if we sketch, with a few conventional strokes, the rough outlines 
of the actual wage doctrine held by these dominant economic 
schools. All three seek to establish the universal law of wages; 
in other words, to show how wages in the abstract are deter- 


*The term “orthodox” is here used as a convenient one to represent the 
ideas of any of the schools of thought mentioned above. 
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mined; all, in one way or another, subscribe to the doctrine that 
wages are determined by the operation of forces essentially 
described in the terms “utility” and “cost;” all examine the 
conditions and forces that normally underlie and determine mani- 
festations of utility and cost; all find the normal wage to be a 
resultant of stable equilibrium of the opposing forces underlying 
the utility and cost phenomena; and, though all discuss to some 
degree the variation of actual from normal wages, this variation 
is also discussed in terms of the conditions that underlie these 
opposing forces. Evidently the differences between the adherents 
of these schools, which for half a generation have formed the 
backbone of economic controversy, have been merely disagree- 
ments as to the proper analysis and classification of the forces 
representing utility and cost, and as to the relative emphasis that 
should be placed on these determining forces. The classical 
economists emphasized cost, and classified the forces representing 
cost and utility as conditions of supply; the Austrians placed the . 
greater emphasis on utility, and chiefly classified under the head- 
ing of demand; the eclectics abandon emphasis and strive to 
utilize both classifications. 

It is apparent that these differences do not touch the funda- 
mental conceptions of the nature of the problem and the method 
to be employed in its solution. The problem as conceived is static 
in its nature; the method of solution is the method of equilibrium. 
Moreover, it is clear that the current tendency to abandon the 
crude hedonistic conception of economic motive, and to recognize 
that man’s economic action is, in part, habitual if not instinctive, 
altruistic and constrained, admirable as it may be, does not essen- 
tially alter this conception of problem or method; nor is this altera- 
tion achieved by the tendency to a more ultimate analysis of the 
conditions that underlie utility and cost in social, institutional, or 
even in historical terms. In short, among the adherents of the 
present dominant schools of economic thought there is in the solu- 
tion of this problem no attempt to adopt the evolutionary standpoint. 
And this attitude in regard to the problem of wages is general and 
typical. 

In the examination of this typical economic problem, then, 
we find ample proof that contemporary economics ignores both 
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the evolutionary point of view and the most essential results of 
recent economic development. In other words, we find that 
orthodox economists have devoted themselves exclusively to what 
might be called, in the broadest sense of the term, classification ; 
that this classification has been exclusively in terms of present 
and non-evolutionary data, and that classification even in these 
terms has been altogether incomplete and defective. 

It seems clear, therefore, that the existing status of economic 
theory calls urgently for the restatement of economic concepts 
and for the revision of fundamental economic problems. But we 
have now to ask what is the nature of the restatement and revi- 
sion which are needed. Quite evidently it is most essential that 
the facts of modern business and industry should be correctly 
apprehended. Evidently economics, dealing, as it does, with a 
developing material, cannot ignore its dynamic problems and the 
method of genesis and process. It must strive to become an evo- 
lutionary science. Finally, it is evident that if economics is to deal 
with static problems by the method of equilibrium—in other 
words, in the broadest sense of the term to classify its material in 
terms of present form and function— its classification must be 
true to the modern economic situation. The only question at all 
in doubt is this: Must economics, in response to the modern scien- 
tific spirit, cease to concern itself with classification on the basis 
of present form and function, and with the problems of social 
statics? In other words, must it abandon its present aim and 
method ? 

The answer to this question should undoubtedly be in the 
negative. The contrary notion seems to be based on the analogy 
between economics and the biological sciences. But does the 
acceptance of this analogy really require an affirmative answer to 
the question just stated? -In reality, it does not. Indeed, when 
carefully considered, it seems not only to justify, but positively to 
emphasize, the need for continuous activity in the field of eco- 
nomic statics. That the static problems cannot be ignored is 
shown by the fact that those sciences which are most completely 
dominated by the evolutionary ideal have not succeeded in freeing 
themselves entirely from the problem of classification in terms of 
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existing data.* This fact results from the nature of scientific 
investigation, which, before it can ask the question why in evolu- 
tionary terms, must, provisionally at least, answer the question 
what. And whatever may be the ultimate relation of these prob- 
lems,®> practically their solutions constitute two relatively distinct 
scientific aims. In the very nature of things, that is to say, there 
must be in economic study these two classes of problems — the 
static and dynamic, each with its appropriate method. 


*In a paper on “ The Empirical Method of Economic Instruction,” published 
in the Journal of Political Economy, Vol. 1X, No. 4 (September, 1901), on pp. 486, 
487, the writer attempted to characterize the biological sciences in these words: 
“We have seen that these sciences aim in general to present systematic accounts 
in causal terms of groups of facts whose relationships are subject to cumulative 
change. Now, the changes of relationship which these sciences have to consider 
are of two general kinds: (1) within the group there is a definite, regularly 
repeated process of change which may be termed the life-process; and (2) the 
group itself is undergoing a definite progressive change, in general, from a simple 
to a more complex organism or organization. Such being the case, these sciences, 
in furtherance of the general scientific aim, have evidently two main objects. 
These are, first, to give systematic and causal accounts of the organisms or 
organizations as they are, and, secondly, to give systematic and causal accounts of 
the processes of development of these organisms or organizations. 

“The attainment of the first of these ends involves three logically distinct 
lines of study: (1) a study of the forms of the organism or organization; (2) a 
study of the life-processes going on within the organism or organization; and (3) 
classification of these forms and processes. The attainment of the second aim 
involves the same lines of study, historically and comparatively, with special 
reference to the forces at work tending to modify structure of organism or 
organization and the processes going on within. This analysis of the scientific 
aim in connection with the material involved gives us the logical division of the 
sciences belonging to the [organic group]. That the analysis is essentially correct 
is evidenced by the fact that these divisions do in fact correspond to the essential 
divisions of complete organic sciences. Thus botany comprehends, first, morphol- 
ogy (including histology), physiology, and systematic botany, or study of form 
and process leading to classification, and, secondly, a number of lines of study 
intended to lead to a genetic account of plant life. This second group of studies 
is better worked out in zodlogy, where we have phylogeny, a study of the origin of 
species; ontogeny, a study of the origin of individuals; embryology, paleontology, 
studies of the progressive development of individuals, etc.” 

* Of course, in a sense, the second. of these problems is included in the first, 
since the organism, as it is, is a product of the past development, and can be 
completely understood only in the light of this development. But assuming the 
present situation as it is—i. e., simply as having become —then we may, for 
convenience, without scientific inaccuracy, separate its study into an account of the 
life-processes now going on within the organism in terms of causes now operating, 
and a causal account of the genesis of this organism. 
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Economics, then, in failing to adopt the evolutionary view- 
point, has not gone fundamentally wrong. It has merely lagged 
behind the biological sciences. The reason for this is plain and 
impersonal. It is that, compared with these sciences, the prob- 
lems of classification and of the life-process in economics are 
exceedingly complex and shifting. This very reason, however, 
emphasizes not only the necessity for continued and vigorous 
prosecution of the static economic problems, but also the impera- 
tive need of progressive restatement and resolution of these prob- 
lems, if they are intelligently to present and interpret the con- 
temporaneous facts of everyday life. Intelligent solution of many 
of these static problems we have not at present, hence the present 
need of theoretical revision. 

It would be an error, however, to suppose that the immediate 
need of the science is merely reclassification in terms of present 
data and review of the present life-process in the economic field. 
The truth is that, for the healthy growth of economics, the static 
and dynamic problems must be developed contemporaneously ; 
for, as we have endeavored to show, the question why must wait 
upon the answer to the question what. But, on the other hand, 
it is undoubtedly true that a potent reason for the inadequate and 
archaic view which present-day economics prevailingly presents 
of the facts of modern economy results very largely from a failure 
to attempt a solution of the problems of economic evolution. 

What we really need, then, in economics is both fundamental 
revision of old static concepts and problems, and an advance on 
new and dynamic ones. The imperative character of the latter 
work seems almost self-evident. In the present state of eco- 
nomics, however, it does not seem altogether unreasonable to 
regard revision of static problems as equally imperative. It is 
only necessary that in carrying on this labor we should not naively 
imagine, as economists have been wont to do, that we are engaged 
in the only, or in the ultimate, work of the science. We should 
never forget that the ultimate aim of organic science in this day 
and age is to interpret life, not in the abstract, but in the concrete, 
and not in terms of being, but in terms of becoming. 


The foregoing considerations perhaps sufficiently justify at 
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the present time a somewhat detailed and technical discussion of 
the problem of market-price determination. This problem is 
obviously the kernel of static economic theory. Any attempt, 
therefore, at its re-solution more in harmony with the facts of the 
actual pecuniary and industrial life about us cannot be utterly 
devoid of worth in connection with that general revision of static 
economic doctrine which seems so desirable. There is, moreover, 
a special reason for attacking this problem boldly and vigorously. 
Nowhere else in economic theory perhaps has controversy raged 
so continuously and fiercely. As a result, discussion of this most * 
practical and primary problem has tended to become doctrinaire 
and partisan. The significance of the rapid and essential change 
in modern economy has been overlooked, and the intelligent study 
of secondary theoretical problems delayed and hampered. There 
seems, then, to be a real need for the study of market price frankly 
as a static problem and frankly by the method of equilibrium; 
that is to say, study simply and solely of the process by which 
price in the abstract is fixed in the market; a study, moreover, 
which shall attempt to include all the essential forces that con- 
tribute to price determination under the actual conditions of 
present-day economy. Such a study the following work is 
intended to be. 

Conceived in this manner, market price appears as a resultant 
of the opposing forces, demand and supply. And, thus conceived, 
the problem naturally subdivides itself into a number of distinct, 
but organically related, inquiries. First, it seems necessary to 
inquire into the more objective nature of the demand and supply 
concepts; that is, to establish the general or universal character- 
istics of these phenomena under modern economic conditions. 
But it is evident that the demand and supply which actually deter- 
mine price are not general but specific phenomena operating in a 
market; and when this is clearly apprehended, the suspicion is 
aroused that the specific character of demand and supply may 
vary in different markets. We find ourselves then, secondly, com- 
mitted to a study of the general and specific nature of markets, 
and the specific characteristics of market demand and supply. 
The character of demand and supply having been thus deter- 
mined, we naturally proceed, thirdly, to the objective study of the 
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market process; that is, to the actual process by which, under 
various conditions, demand and supply (if at all) in the first 
instance determine price. The consideration of these three topics 
constitutes what might be termed the objective or descriptive 
study of market price, and simply prepares the way for an exam- 
ination of the nature and operation of the forces which underlie 
and determine price-fixing. This work would naturally begin 
with the immediate subjective explanation of the demand and 
supply phenomena and the objective market process as it has 
been shown to exist; that is to say, a study of what might be 
termed the subjective mechanics of the price problem. There 
would then follow, naturally, a study of the ultimate determinants 
of demand, a study of the ultimate determinants of supply, and a 
final summing up of the essential and ultimate determinants of 
market price. 

The discussion which here follows is devoted entirely to the 
consideration of the first of the logical market-price inquiries 
named above—that is to say, to an inquiry concerning the gen- 
eral characteristics of the demand and supply concepts. In this 
discussion, the aim is to build up an adequate schematic repre- 
sentation of demand and supply in their general character of 
market-price determinants, and in conformity with the actual, but 
more general, conditions of modern economy. That the current 
treatment of the matter is, on the whole, unsatisfactory seems the 
result of two main causes — failure to view demand and supply 
distinctly and consistently as market-price determinants, and, 
secondly, failure to realize that the essential characteristics of 
demand and supply have possibly been altered and augmented as 
modern economy has developed. In our work, therefore, of 
schematic construction the main specific tasks will be to assemble 
in orderly manner the demand and supply characteristics current 
in economic thought, where necessary, to restate these charac- 
teristics carefully from the view-point of the price problem, and 
to discuss the effect upon the demand and supply concepts of the 
essential development of recent economy. This work will be 
with design both impersonal and non-historical. In harmony 
with what was said earlier in this introduction, it is believed by 
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the writer that the work here to be done cannot be materially 
furthered by the erudite discussion of the evolution in economic 
literature of the demand and supply concepts. 


I 


Extreme difficulty is inherent in any attempt to abstract from 
the shifting mass of material and immaterial happenings of every- 
day life, and to characterize clearly, distinct classes of economic 
phenomena. This difficulty is emphasized, in the case of demand 
and supply, by special ambiguities connected with the ordinary .- 
use of the terms. It will be well, therefore, at the outset of this 
study, in order to avoid unnecessary difficulties, to remove as far 
as possible the ambiguities by making clear in what sense these 
terms are to be used. It is possible to distinguish in economic 
discussion two quite different uses of the terms “demand” and 
“supply.” In one case, these terms are employed in a general 
philosophical sense to indicate the essential nature of demand 
and supply as such. An example of this usage is where it is said 
that demand and supply are identical—two sides of the same 
shield —in order to indicate that goods which are offered for 
other goods are at the same time the objects of offer in terms of 
other goods. Or, where similar language is used, to indicate that 
in the exchange of two commodities the buyer of either good is 
at the same time the seller of the other, and vice versa. In the 
other case, these terms are employed, in a much narrower and 
more specific way, to indicate the demand for and supply of any 
single commodity, as when it is said, for example, that at a given 
price the demand for a certain commodity exceeds its supply. 

These two uses of demand and supply should not be confused. 
In which of these senses the terms should be employed at any 
time obviously depends upon the nature of the problem in hand. 
In the present instance the main objective is the study of the con- 
ditions which determine market price in the specific but abstract 
case. It is, in the latter sense, therefore, as distinct market phe- 
nomena causally related to the price of a single definite good that 
the terms “demand” and “supply” are to be employed in this: 
thesis. To determine the general characteristics of demand and 
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supply, thus definitely conceived, is our specific problem. In order 
to judge of the truth of what follows, this fact must be kept care- 
fully in mind. 

Furthermore, conceived thus as specific market phenomena, 
demand and supply may be either total or individual. To avoid 
possible confusion arising out of the frequent practical necessity, 
in the course of the discussion, for reasoning in terms of both 
these aspects of demand and supply, it will be well here to state 
our conception of their mutual relations. This will involve a 
provisional and rough description of the market. Provisionally, 
then, we may describe the market where the price of any com- 
modity is fixed, as composed of an indefinite number of com- 
petitively related individuals belonging to two classes — those 
who are engaged, or are supposed to be engaged, in offering the 
good in question for sale, and those who are engaged, or are 
supposed to be engaged, in making offers to purchase the good. 
For our present purposes it is not necessary to decide whether all 
the individuals offering and making offers in such a competitive 
group, or whether only certain of them, make up the actual market 
group. In either case, each of the individuals belonging to the 
first class, and who is in the market, contributes a supply of the 
goods, and the total market supply is evidently the sum of the 
supplies offered by all the individuals in the market. In the 
same manner we may describe the total market demand for the 
commodity as the sum of the demands of all the individuals in the 
market. In short, total market demand and total market supply 
are made up of individual market demands and supplies. It fol- 
lows that the laws which underlie and determine individual 
demand and supply in any market also underlie and determine 
total demand and supply in the same market. No error, then, 
will be involved in reasoning from the laws of individual demand 
and supply to total demand and supply. This we shall have fre- 
quent occasion to do.® 

Having now disposed as far as possible of the ambiguities 
with which our problem is beset, we may proceed, without further 


*The term “market” will frequently be used in the abstract and generic, 
rather than in the specific, sense. 
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delay, to the determination of the general character of the market 
demand and supply. 

It is to be noted then, first, that demand and supply, as price 
determinants, are distinct and mutually exclusive phenomena. 
This statement is, to all intents and purposes, axiomatic. But it 
seems necessary, not only to state, but to emphasize, this self- 
evident fact, because of the quite general assumption in economic 
literature to the contrary. This assumption obviously results 
from the failure to differentiate clearly demand and supply as 
specific price determinants from these phenomena in the more 
general sense. When this differentiation is made, it is at once 
clear that to assert the identity of demand and supply as market 
phenomena is practically to deny the existence of the price prob- 
lem, since it evidently constitutes a denial of the whole process of 
market adjustment from which price is supposed to emerge. 
Clearly, then, as determinants of the price of a single but abstract 
market commodity, demand and supply must be conceived as dis- 
tinct and mutually exclusive. 

But, secondly, though distinct and exclusive phenomena, 
demand and supply in any specific case stand in reciprocal rela- 
tion to the same commodity, and are to be expressed in terms of 
the commodity concerned. The main proposition which under- 
lies all demand and supply discussion from our present viewpoint 
is: The market price of a commodity is determined by the 
demand and supply of it. It is a subtle reintroduction of the more 
general conception of demand and supply, and therefore of the 
elements of ambiguity and confusion, to express the supply of a 
good as so many units of it, and the demand for it as so many 
units of some second commodity. We may not be willing to sub- 
scribe to the proposition that price is fixed when the quantity 
demanded is equal to the quantity supplied. Yet we all feel that 
this orthodox proposition is worthy of consideration. But the 
statement would be quite meaningless, were the quantities 
referred to not quantities of the same good. Consider the 
absurdity of the statement, in a market where bushels of apples 
are exchanging for hundred-weights of coal, that the price of 
apples is fixed where the quantity of apples is equal to the quan- 
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tity of coal. Evidently, if demand and supply are forces whose 
relationship determines price in the market, they must be strictly 
comparable. This they cannot be unless they are qualitatively 
identical. 

The principle here contended for is not really violated when 
demand and supply are immediately expressed in terms of differ- 
ent commodities, provided an assumption is made by means of 
which the diverse expressions may be reduced to terms of the 
same character. This is illustrated when, in current discussion, 
supply is expressed in bushels, and demand in dollars at a certain 
price per bushel—when, for example, the supply is taken as ten 
bushels, and the demand is expressed as five dollars on the 
assumption of a one dollar price per bushel. This evidently is but 
a roundabout way of saying that the supply is ten bushels, and the 
demand under the conditions assumed is five bushels. In the 
interest of clearness, however, such methods of expression should 
give place to the direct statement of demand and supply in terms 
of the commodity whose price is to be determined. 

Thirdly, though demand and supply are necessarily expressed 
in terms of quantity of what is usually a physical commodity, they 
are not to be regarded as physical phenomena merely. This is 
quite evident in the case of demand; for, as demand must be 
expressed in terms of the good concerned, to make it physical 
would be to make the commodity constitute its own demand. On 
the other hand, demand is not merely psychological — not merely 
desire. In the end, physical or objective goods must be offered in 
payment for the commodity demanded. There is no real demand, 
no effective price-determining force, in offers that are not backed, 
or believed to be backed, by goods—in offers that represent desire 
merely. What, then, is the relationship of the subjective and the 
objective elements in demand? Which is the essential and deter- 
mining element? 

A little consideration shows that it is not the physical or 
objective element. Grant that demand cannot be effective with- 
out the offer or the willingness to offer for the good in question 
some other commodity or commodities in the market. The ques- 
tion at once arises: What other commodity? Evidently not all 
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other commodities in the market will stand in this relation to any 
one good. And equally evident is it that mere physical or inher- 
ent characteristics do not mark off those goods which are from 
those which are not offered for any given commodity. We are 
driven, then, to assume that the determining quality of demand 
in any specific case is not physical, but psychological. That which 
determines that one good shall be offered in exchange for another 
is in fact the psychic attitude, the state of desire, of the putative 
owners or possessors of the so-called “demanding” goods — the 
desire which they have, on the one hand, for the good whose 
demand is in question, coupled with the desire which they have 
for the goods in terms of which they must make offer and pay- 
ment. 

Desire, then, is the essential element of demand: the physical 
is at best merely a limiting factor. And even this is perhaps lay- 
ing too much stress upon the physical element. For those who 
will observe the market must recognize that the effective demand 
which may be exerted for a good by those who are bidding for it 
is not limited by the physical goods over which they can assert 
the title of ownership, or which are in their possession. So long 
as any bidders can convince suppliers of the good in question 
that they will be able at the end of an acceptable period to produce 
acceptable means of payment, their bids constitute demand, 
though they may not, at the time, control a single physical unit of 
the commodity or commodities in which payment is to be made. 
It is not, then, the actual amount of physical or objective goods 
that can be given for a commodity that limits the demand for it in 
the market, but the amount which bidders are able to convince 
prospective sellers of the commodity that they are willing and 
able to pay for it. Nor is this willingness and ability which limit 
demand necessarily measured by the actual bids of prospective 
purchasers in the market. It cannot be too strongly emphasized 
that it is the imputed willingness and ability to take and pay for 
a commodity that limits the demand for it. The generally 
accredited rumor that an astute financier is secretly bidding, or 
about to bid, for ten thousand shares of a certain stock, in order 
to reap the benefit of a rumored increase in earning power which 
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they represent, will often just as effectively increase the demand 
and raise the price of this stock as though he actually stood in the 
market place and evidenced his willingness and ability by actual 
bids. 

Demand for a good, then, is a compound of elements which 
are partly subjective and partly objective. It is, on the one hand, 
a desire or willingness, real or imputed, on the part of prospective 
purchasers to take the good from the market, and, on the other 
hand, an ability, real or imputed, of these prospective purchasers to 
make to prospective sellers the necessary and satisfactory objec- 
tive payment for the good in question. The most essential element 
in all this, however, is undoubtedly the psychic. 

Turning now to supply, it appears at first blush that the 
physical or objective constitutes its more essential element. 
Well-established usage seems to sanction the statement that sup- 
ply of a commodity consists at any time in the amount of it which 
is in the market. But does the acceptance of this statement really 
stamp supply as essentially an objective or physical phenomenon? 
A little consideration shows that it does not; for to accept this 
conclusion would evidently be to assume, contrary to the fact, that 
the state of being in the market is a purely objective or physical 
matter. Experience contradicts this assumption. A purely cur- 
sory observation of the market process shows that it is not the 
physical or objective shifting of goods that appears to cause price 
variation on account of changes in supply. It has been demon- 
strated on innumerable occasions that without the moving of a 
wheel the supply of a good in a given market may be multiplied, 
or, on the other hand, practically annihilated. Evidently, then, it 
is not the mere objective presence or absence of a good that 
determines whether or not it is to be reckoned as supply in any 
market, but it is the disposition which those who control the good 
are willing and able to make of it. The essential fact is the 
willingness and ability of men to offer the good for sale. 

Nor in the actual market can it be said that the physical or 
objective situation, ownership or even existence of the good, sets 
a positive and inflexible limit on the willingness and ability of 
men to offer it in the market in such a way as to constitute supply 
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at any time. Whatever amount of a good prospective sellers in a 
market can convince purchasers that they are willing and able to 
deliver at an acceptable time, to be specified in the contract of sale, 
constitutes supply of that good, it matters not whether the good 
is at the time of offer actually within the market area, or even in 
existence, or, if in existence, by whom the present title of owner- 
ship is held. Nor is the supply limited by the actual offers which 
are considered to be bona fide by prospective purchasers. As in 
the case of demand, the amount of supply is a putative matter. 
Any means which is effective in causing prospective purchasers 
to impute to prospective sellers the present power and willingness 
to offer the goods in the market to an additional extent is also 
effective in increasing market supply. 

Confidence, then, in the willingness and ability of prospective 
imputed sellers to enter into and to perform contracts, rather than 
any physical condition whatever, is evidently the limiting factor 
in supply. In strict analogy with demand, supply is in its essence 
preponderatingly psychological. It is, on the one hand, a desire 
or willingness, real or imputed, on the part of prospective pur- 
chasers to bring forward a good in the market, and, on the other 
hand, an ability, real or imputed, of the prospective sellers to 
make to prospective purchasers the necessary and satisfactory 
guarantee of delivery of the good in question. In short, the 
amount of supply is the amount of a good which prospective 
sellers are imputed to be willing and able to offer in a manner 
considered to be bona fide by prospective purchasers. 

The forces which influence and determine both supply and 
demand for a good in any market, then, are to be found in the 
putative psychological attitude and proprietary condition of the 
individuals who are supposed to be the prospective sellers and 
purchasers in the market, of the good in question.” 

™The failure to understand the partly psychological character of supply, 
together with a failure to recognize the importance of the fact that goods in the 
market are wanted largely for future delivery, has lain at the foundation of a 
great part of the value controversy of recent years, which has consequently pre- 
sented the edifying spectacle of a contest in which neither compromise nor the 


victory of either party could result in establishing the truth. The full effects of 
the time element on supply, as represented in contracts for future delivery and 





354 JOURNAL OF POLITICAL ECONOMY 


The fourth important general characteristic of market demand 
and supply refers to the time at which these phenomena in any 
specific case of price-fixing may be said to exist. It has become 
common for economic writers to refer to demand and supply as 
the amounts, respectively, of a good which are taken or offered in 
the market at a specified price. The inference frequently, and 
perhaps unconsciously, drawn from this statement is that the 
extent of demand and supply waits upon, or is determined subse- 
quent to, the fixing of the price. The mere definite statement of 
this inference stamps it, of course, as erroneous. It involves the 
fatal error of looking at the demand and supply of an article as 
determined by the price at which it actually sells —an error fatal, 
because it directly contradicts the fundamental assumption of all 


future payment, will be discussed later. This need not, however, prevent at this 
point explanation and proof which seems desirable of the statement just made. 

The tap-root of the controversy between the Austrian and the classical 
economists seems to have been their. diverse notions of the nature of supply. 
The Austrians seemed to tend persistently to regard supply as stock in hand. The 
classical economists, with equal persistence, tended always to identify it with 
current technical production. The “stock in hand” idea of supply seems to be 
that which caused the Austrians to neglect! the analysis of the conditions of pro- 
duction, while the technical-production thesis appears to be the parent of the 
notion, so long a fundamental assumption of the classical school, that market 
supply is under the governance of the identical cost of production of the goods 
which at any moment are in process of making. 

To reduce these general assumptions of identity to palpable absurdities, how- 
ever, it is only necessary to enumerate the conditions which their universality 
would imply. In order that supply at all times should correspond exactly to stock 
in hand, it would be necessary to assume the non-existence in the market of all 
bargains for future delivery of goods, and also to deny the possibility of even 
temporarily withholding produced goods from the market. On the other hand, 
the assumption of identity at all times of market supply and current technical 
production would require these assumptions: (1) the impossibility of withholding 
technically produced goods from the market, and (2) the impossibility of the 
appearance of a good as supply more than once in any market, in which case the 
great and rapid fluctuations in supply which are characteristic of modern markets 
would have to be accounted for by the assumption of perfect flexibility of technical 
production both as to time and amount, i. e., the ability of the producer to 
increase or decrease his output at will and without delay. Manifestly the with- 
holding and the remarketing of goods are acts always possible except in the case 
of very perishable commodities, and the possibility of perfect flexibility of produc- 
tion exists only in connection with immaterial goods — personal services — and 
in connection with these only in a limited and equivocal way. With the possible 
exception, then, of very perishable goods, and of those—if there be any such— 
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price-reasoning, that it is the demand and supply which determine 
the market rate of exchange, thus involving us logically in a vicious 
circle. The only premise consistent with our fundamental 
assumption is that the demand and supply which stand in causal 
relation to price are phenomena which exist precedent to the act 
of purchase and sale. This premise must be unequivocally upheld 
so long as we have discovered no conclusive evidence against the 
price potency of demand and supply. Fortunately, we are not 
dependent entirely upon indirect proof of the assumption that 
demand and supply which are causally related to price in any case 
exist prior to the specific act of purchase and sale concerned. 
Universal market experience corroborates this assumption. For 
the fact must be recognized by all that the act of purchase and 


into whose production the time element does not enter, and the amount of 
whose production is under perfect control, current market supply cannot be 
assumed to coincide with either stock in hand or current technical production. 

It was probably recognition of the untenability of these assumptions in the 
grosser form that caused them to be presented in a more refined manner as asser- 
tions, on the one hand, that market supply is drawn wholly from stock in hand, 
and, on the other, that it is drawn wholly from current technical production. But 
in this more refined form they are no less erroneous. Were market demand deter- 
mined wholly by those prospective purchasers willing and able to take goods for 
immediate delivery only —in other words, were all bargains for future delivery 
barred from the market — supply, at any time except in the doubtful cases where 
production might be assumed to be perfectly flexible, would necessarily be drawn 
wholly from stock in hand. But: the market demand at any time does not come 
wholly from those who require immediate delivery of goods. In fact, especially in 
the case of relatively permanent goods — such, for example, as railway supplies 
and building material— current market bargains very largely take the form of 
contracts for future delivery. So far as this is the case, manifestly market supply 
at any time —i. e., that supply which helps to determine market price at any 
time — must and does transcend current stock in hand. 

Equally obvious is it, however, that where bargains are made for immediate 
delivery — for example, in the case of the great majority of the bargains in con- 
nection with goods for immediate consumption — barring the assumption of per- 
fect flexibility of production, supply cannot possibly be drawn from goods in 
process of production. In such cases supply is necessarily wholly drawn from stock 
in hand. Unless, therefore, we refuse to consider the market as it actually is, 
preferring an abstraction whose unreal simpiicity bears little relation to the actual, 
we must admit that market supply is neither what it was conceived to be by the 
Austrian school or by the classical economists. The fact is that both schools erred 
in fixing their attention exclusively upon one simple phase of the complex phe- 
nomenon supply. Each saw a half-truth, from which each drew conclusions that 
were wholly false. 
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sale, under ordinary circumstances, actually annihilates a certain 
more or less definite quantum of supply and demand through the 
attainment of the ends toward which men strive in market 
bidding. We seem justified, then, in assuming that demand and 
supply, which determine price in any particular sale, attain their 
final proportions previous to the specific market act concerned. 
How long previous to this act demand and supply are definitely 
determined cannot be discussed apart from a careful analysis of 
the market process under different typical circumstances, and 
must therefore be left for later discussion. 

Acquiescence in the conclusion just reached involves a denial 
of the assumption, more or less current, that demand and supply 
can be represented in relation to a given commodity, each as a 
single definite quantity of the good. Evidently, so long as the 
price is not determined, prospective purchasers and sellers will not 
come into the market at any time prepared merely to take or 
bring forward a definite quantity of the good in question on the 
arbitrary assumption of a single definite price. On the contrary, 
both introspection and observation indicate that prospective 
dealers enter the market committed to no definite single act, but 
with more or less well-defined schedules in mind of amounts of 
the good in question which they are prepared to offer or take at 
various suppositional prices. Nor is it possible price variation 
alone which conditions the market activity. Aside from the mat- 
ter of price, there are evidently a number of what may be termed 
essential market factors or terms, variation in any of which will 
affect the action to be taken by market bidders. 

It should be clear, then, that demand and supply, considered 
as precedent to the market act, are phenomena which are neces- 
sarily hypothetical or conditiona!; and, as there must always be a 
plurality of hypothetical market terms or variants, neither demand 
nor supply can be adequately expressed except as a series of 
hypothetical amounts correlated with a series of hypothetical con- 
ditions. It follows that a complete expression of either of these 
phenomena in any particular case would involve a correlation of 
amounts which prospective bidders are willing and able, or are 
imputed to be willing and able, to offer or take of the commodity 
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in question, with all the essential, hypothetical, general conditions 
of a market bargain; that is to say, would involve as many items 
as there are possible combinations of all the essential, hypothetical, 
general, market-bargain conditions. In order, then, to carry for- 
ward our discussion of general demand and supply characteristics, 
it is necessary to inquire what are the general or typical essential 
market-bargain factors or conditions which determine imme- 
diately the action of prospective buyers and sellers, and, having 
discovered these, to determine their relation severally and gener- 
ally to bidding in the market. 

Proceeding thus, it is to be noted that not all the hypothetical 
variants which determine the action of bidders in the market can 
properly be considered as essential, general market-bargain con- 
ditions. We must distinguish carefully the general terms in 
which the offers in the market are made — that is, the conditions 
which determine the general character of prospective market bar- 
gains — from the causes which, on the supposition of a definite 
bargain character, determine the magnitude of these terms. To 
give a specific and simple example: In the case where a certain 
price is offered for a certain quantity of a good to be determined 
and paid for at a certain time, we must carefully distinguish the 
price, quantity, and time factors from the subjective and objective 
conditions represented by the personal wants and habits of the 
bidder, and the quantity of the good in the market. The former 
represent general market-bargain conditions, hypothetical corre- 
lations of which express demand and supply, while the latter are 
conditions which must be taken into account in attempting to 
explain the extent of demand and supply as thus actually 
expressed. 

What, then, are the essential market-bargain conditions or 
terms, correlative variations of which express the demand and 
supply of any given commodity? In answering this question, we 
have the advantage of the sure foundation of empiricism. Actual 
observation seems to show that the essential terms which are con- 
sidered in the typical market bargain are: (1) the grade or 
quality of the commodity in question; (2) the amount or number 
of definitely specified units of the good; (3) the price to be paid; 
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(4) the time of delivery and payment; (5) the kind or character 
of good in which payment is to be made; and (6) the degree of 
risk of non-payment or delivery involved. 

A more careful examination of these six terms seems to throw 
doubt upon the validity of the inclusion, or at least the inde- 
pendent inclusion, of three of them. The grade or quality would 
seem to be too nearly the very essence of a good to be regarded as 
one of its variable attributes. It appears best, therefore, to define 
commodity or good as an individual in a class of economic articles, 
all of which are of the same quality; that is, to make every grade 
of article in connection with which market bidding takes place a 
distinct good or commodity. This rules out the first of the 
assumed market-bargain terms. Further, the kind or character 
of the good in which payment is to be made would seem to be a 
component element of price. Price is not merely a mathematical 
or numerical entity, but is in every case a numerical expression 
concerning a definite thing. We should assume, then, that the 
single expression “ price” includes the terms numbered (3) and 
(5) above. The degree of risk also appears capable of being 
regarded either as something which is expressed through price, or 
as one of the causal elements quite outside the essential terms of 
the market bargain. At least, it may. be said that the degree of 
risk does not enter into the specified terms of the bargain, and is 
always considered by bidders in determining prices at which they 
are willing to bid. These considerations seem of sufficient weight 
to cause it to be thrown out of the list of essential market-bargain 
terms. 

There remain, then, three distinct market factors, the possible 
combinations of whose correlative variations fully express market 
demand and supply. It remains to give specific expression to 
these phenomena in terms of the three surviving factors. The 
difficulty of the task makes it expedient to attack it in the simplest 
manner possible. We shall, therefore, express demand and supply 
first in terms of two of these factors, and then add to these 
expressions whatever complexity results from the inclusion of the 
third and final term. 

Fifthly, then, we may say that, other things remaining the 
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same—the time element being disregarded—the extent of the 
demand or supply of any good is the resultant of a correlation of 
various quantities of it with various hypothetical prices. We have 
already said that observation and introspection furnish ample proof of 
this statement. It is true that there are circumstances under which 
individuals enter the market apparently definitely committed to the 
purchase or sale of a fixed quantity of a commodity at a fixed 
price. But it is probable that even in such cases the majority of 
individuals are prepared, more or less consciously, to vary the 
quantity and price, if circumstances make it necessary to do so, in 
order that they may effect a trade. For example, the purchaser, 
though he may have entered the market practically committed to the 
acquisition of a certain definite amount of the good in question at a 
definite price, will often purchase a less amount of the good, if he 
finds that his price estimate is too low, rather than retire from the 
market altogether without the good in question; and he will fre- 
quently increase the quantity which he is willing to take as soon 
as he finds that it can be obtained at a less price per unit than he 
had anticipated. And the opposite is true for the seller of the 
good. The conventional two for ten cents and three for a quarter 
illustrates the principle. But, under many circumstances, the 
keen trader does not wait until he has entered the market to corre- 
late amounts and prices of the good in which he expects to deal. 
He has in mind, before his appearance as bidder, a definite 
schedule of varying amounts of the good in question which he is 
willing and able, or which he proposes to convince others that he 
is willing and able, to purchase or sell at varying prices. Whether 
or not, however, these schedules are perfectly definite, and 
whether or not they are worked out before the entry of the indi- 
vidual into the market, does not affect essentially the general char- 
acter of demand and supply. The essential fact is that in any case 
more or less definite hypothetical commodity-price schedules 
exist in the minds of individuals previous to the act of purchase 
and sale. 

We may therefore assume that, leaving aside variation in the 
time element, the total demand or supply of a commodity in any 
market may be represented by one combined schedule of correlated 
amounts and prices. In short, abstracting from the time element 
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the demand for a commodity is to be represented by a schedule of 
the varying amounts of the good which prospective purchasers are 
willing and able, or are imputed to be willing and able, to take at 
varying hypothetical prices, and the supply by a schedule of the 
varying amounts which prospective sellers are willing and able, or 
are imputed to be willing and able, to offer at varying, though not 
necessarily corresponding, hypothetical prices. 

In illustration of these statements we may construct the fol- 
lowing demand-and-supply schedules and curves for commodity 
«x, noting that these schedules and curves, while in general repre- 
sentative of all commodities, are constructed without reference to 
the time element, and therefore must not be taken as the complete 
and final representation of demand and supply.® 


DEMAND SCHEDULE 


Units of Commodity 
Hypothetical Price Hypothetically to be Taken 


10,000 x 
7,000 x 
5,000 x 
3,500 x 
2,500 x 
2,000 x 
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*It is, of course, to be understood that these schedules represent only per- 
tions or segments of possible demand and supply considered with reference to 


quantity and price. 
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SUPPLY SCHEDULE 


. Units of Commodity 
Hypothetical Price® Hypothetically to be Disposed of 
ly 2,000 x 
2y 2,500 x 
3y¥ 3,500 x 
4y 5,000 x 
5 7,000 x 
6y 10,000 x 


Supply Curve 
y 


Hypothetical Price 
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Units of Commodity 


It remains now to attempt an expression of the market demand 
and supply of a commodity in terms of the three distinct market- 


bargain factors — quantity, price, and time. This attempt will 
constitute the second part of our discussion concerning the general 
characteristics of these phenomena. 
Rosert H. Hoxie. 
CornELL UNIVERSITY. 
*It is to be understood, of course, that these figures and illustrations are 


merely arbitrary ; there is no necessary reciprocal relation between the extent of 
demand and supply as here represented. 





THE DISASTROUS RESULTS, IN ITALY, OF STATE 
RAILWAY BUILDING 


In 1868 the Italian government began the purchase of rail- 
ways from existing railway companies; and in 1877 it launched 
out upon the building of railways. In the last mentioned year, 
when the railway mileage, state and private, was 5,125 miles, the 
minister of public works, Signor Depretis, introduced into parlia- 
ment a bill proposing the building of twenty-seven railway lines, 
aggregating 1,235 miles in length, and estimated to cost $103,000 
a mile, or $127,000,000 in the aggregate. Shortly afterward the 
government in which Signor Depretis was minister of public 
works was displaced. Signor Baccarini, the new minister of 
public works, brought in a bill proposing thirty-eight lines of rail- 
way, aggregating 2,255 miles, and estimated to cost $75,000 a 
mile, or $168,500,000. Signor Baccarini, fearing to stagger Par- 
liament, or at least the public, by log-rolling through Parliament 
a railway bill on the basis of an estimate of cost of $103,000 a 
mile, reduced his estimate to the arbitrary sum of $74,700. 

The parliamentary committee to which was referred Signor 
Baccarini’s bill reported in favor of building fifty-two railway lines 
aggregating 2,760 miles, and estimated to cost $73,800 a mile. 
The government after canvassing Parliament, revised its measure, 
and proposed to build fifty-eight lines of railway, aggregating 3,- 
430 miles, and estimated to cost $72,900 a mile. But the govern- 
ment subsequently found that it had miscalculated the amount of 
log-rolling that would be required to pass its bill, and so it raised 
the number of railway lines to sixty-four, aggregating 3,762 
miles, and estimated to cost $64,300 a mile. 

The act of July 29, 1879, authorized the state to build 3,762 
miles of railway, at an aggregate cost of $242,000,000. The lines 
were to be completed by 1900. A part of the cost of the lines— 

24,000,000—was to be contributed by the local governing bodies 
whose territory was to be served. It was intended that the state’s 
362 
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expenditure should begin with $5,500,000 a year, and should rise 
successively to $10,900,000 a year, and $12,000,000 a year. 

The railway construction proposals had been increased so rap- 
idly from twenty-seven lines, aggregating 1,235 miles, in 1877, to 
sixty-four lines, aggregating 3,762 miles, in 1879, that there had 
been no time to prepare estimates of cost based on adequate 
surveys and specifications. In some cases, indeed, the govern- 
ment submitted to Parliament estimates of cost prepared by 
engineers who had not set foot in the country to be traversed by 
the proposed railways. 

After the act of July 29, 1879, had been enacted, the pressure 
brought to bear by members of Parliament was such that the gov- 
ernment was obliged to let contracts for railways on surveys and 
specifications that were entirely inadequate. Contractors were 
ready to undertake contracts on such terms, and at ridiculously 
low prices, knowing that they would have abundant opportunities 
to cover their losses and make large profits by charging the gov- 
ermnent fancy prices for work not specified in the contracts. For 
example, in 1879 and 1880, contracts were let for some 927 miles 
at $50,300 a mile. But by June, 1883, the charges for work not 
specified in those contracts, had raised the cost of the 927 miles 
$115,200 a mile. 

The government was so weak—so “visibly helpless,” to use a 
phrase coined by the iate Marquis of Salisbury—and the popular 
demand for railways was so strong, that the government had to 
pretend to believe that the low figures at which contracts were 
being let covered the whole cost of the railways. The result was 
the development of a public opinion to the effect that the 3,762 
miles authorized by the act of July 29, 1879, would not cost $64,- 
300 a mile; and that the state might therefore proceed much 
more rapidly with construction than had been proposed in 1879. 
Accordingly, the amendment act of July 5, 1882, changed the 
date for the completion of the 3,762 miles from the year 1900 to 
the year 1894. That act also removed even the weak precautions 
taken in 1879 to secure in some measure the postponement to the 
last of the construction of the least promising lines. It went so 
far as to authorize Parliament to begin with the building of the 
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tail end of a railway line, or with the middle portion, so that very 
soon there were building many short stretches of railway which 
lacked all connection with the main lines. 

The upshot of the practice of letting contracts for railways in 
the manner just described was that by 1885 it was realized that 
the state would be called upon to raise annually, not the $12,- 
000,000 anticipated in 1879, but two, three, and four times that 
sum. 

By 1885 the resources of the state were so completely ex- 
hausted that the government was unable any longer properly to 
maintain the roadbed and the rolling-stock of those railways which 
it was itself operating. The government realized that, unless it 
should succeed in leasing the state railways to someone who could 
maintain them, the state railways would break down. A royal 
commission reported that it would take $41,695,000 to put road- 
bed and rolling-stock in good repair. 

A further consideration inducing the government to decide 
upon leasing the state railways was that such leasing would give 
the government the chance to sell its rolling-stock to the lessee. 
Such were the financial straits of the government of Italy that the 
chance to raise $53,000,000 by selling the rolling-stock of the 
state railways was an important factor in inducing the govern- 
ment to conclude to abandon the experiment of operating a part 
of the railways which the state had purchased and built in 1868 
to 1885.! 

By the act of April 27, 1885, the government leased all of the 
state railways to companies, on terms that proved exceedingly 
burdensome to the taxpayers of Italy, though not unduly favor- 
able to the companies; the fact being that some of the lines au- 
thorized in 1879 are not yet earning operating expenses, to say 
nothing of the interest on the capital invested. 

On July 20, 1888, Parliament passed an act under which the 
lessees of the state railways agreed to aid in completing the build- 
ing of the lines authorized in 1879. The act assumed that the 
cost of the lines of 1879 would average $128,300 a mile. Signor 


‘At the close of 1884 the state was operating 3,542 miles, while companies 
were operating 2,750 miles. 
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Depretis’ estimate, it will be remembered, in 1877 had been $127,- 
000 a mile. 


In the twelve years 1890 to 1901 the railways of Italy earned 
on an average $14,345,000 a year above operating expenses. 
That sum was equivalent to an average return of 1.456 per cent. 
on the average annual sum invested in the railways, namely, 
$985,400,000. 

Sixty-seven per cent. of the capital that was invested in the 
railways in the period from 1890 to 1901 had been contributed 
by the state, and had been raised by the sale of bonds which pay, 
nominally, 4 per cent. in interest, but had been sold at such dis- 
counts as to pay interest at the rate of not less than 4.5 per cent. 
The remaining 33 per cent., or $324,200,000, had been contrib- 
uted by the lessee companies. But under the terms upon which 
the companies had leased the railways owned by the state, and 
had aided in completing the building of the lines authorized in 
1879, the state had been obliged, in the period from 1890 to Igo1, 
to turn over to the lessee companies not only the whole of the net 
earnings on the whole of the railways—an average annual sum of 
$14,345,000—but also an additional average annual sum of $1,- 
488,400. Throughout the period 1890 to 1901, therefore, the 
state not only received no interest on its average investment of 
$661,200,000, but in addition was obliged to pay the lessee com- 
panies $1,488,400 a year. Since the state’s average investment of 
$661,200,000 calied for $29,754,000 a year in interest, to be paid 
to the holders‘of the state’s bonds, the total loss to the state each 
year averaged $29,754,000 plus $1,488,400, or $31,242,400. That 
loss constituted an annual burden upon the taxpayers of Italy. 
And the prospect is that that burden will increase, rather than 
diminish, under the recent resumption of operation of the railways 
by the state. 

The experience of Italy with state railway building has been 
a repetition of the experience of France, of Russia, of the Austra- 
lasian colonies; in fact, of every important country, except Prus- 
sia, that has entered upon the building of railways by the state. 
Under the building of railways by the state, the burden of misdi- 
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rected investments, due to errors of judgment or to the bribing 
of constituencies by log-rolling, falls upon the taxpayers. Therein 
lies the great disadvantage of railway construction by the state, 
as compared with railway building by private enterprise, or com- 
panies. Misdirected investments, and premature ‘nvestments, are 
bound to be made, whether the railways be built by the state or 
by companies. But under building by the state the burden of those 
errors falls on the taxpayers; whereas, under building by com- 
panies, it falls upon the stockholders of the companies, and upon 
the bondholders of the companies. 

Had private companies in Italy, in the years 1879 to 1885, 
committed the mistakes—or folly—committed by the Italian 
state, the succeeding years would have witnessed wholesale bank- 
ruptcy. The railway properties would have changed hands, but 
they would have come out reorganized, with their capital scaled 
down to some approach to their earning power. But such relief 
is not available to governments—which cannot go into receivers’ 
hands. 

Australasian experience affords a striking illustration of this 
difference between state industrial activity and private industrial 
activity. In 1890 the mining, pastoral, mercantile, real-estate, 
and banking companies of Australasia were indebted to Great 
Britain to the extent of some $575,000,000, borrowed on the 
promise to pay annually from 5 to 6 per cent. interest. With the 
crash of 1892 these companies went wholesale into the bankruptcy 
courts. In 1897 they had emerged with their indebtedness scaled 
down to some $425,000,000, on which they were paying, in 1897, 
about 3.53 per cent. interest. 

In 1897 the several Australasian governments had borrowed 
in Great Britain some $1,075,000,000, agreeing to pay annually 
4.08 per cent. The errors of judgment committed in investing 
that sum in all probability were no less than the errors of judg- 
ment committed by the aforesaid private companies. But to this 
day the Australasian taxpayers are paying 4.08 per cent. a year 
on several hundred millions invested in such way as to yield little 
or no return. 





STATE RAILWAY BUILDING IN ITALY 367 


The foregoing considerations are of such importance as not 
only to warrant, but even to demand, further elaboration. 

With the exception of Spain, Italy is the most heavily taxed 
country in the world. In Italy the necessities of the state are such 
that even the workingman who drinks no wine, and thus escapes 
one heavy tax, probably pays from 20 to 25 per cent. of his in- 
come in taxation. A distinguished publicist, Signor Nitti, who 
is at the same time professor of the science of finance at the Uni- 
versity of Naples, even holds that the Italian workman pays about 
one-third of his income in taxation. 

Among the Italian taxes are some that throw a frightful 
burden upon the workingman and the poorest of the peasants. 
Those taxes are the salt taxes, the state “octrois’’ (taxes im- 
posed on the necessaries of life while in the hands of the retail 
dealers), the tax on buildings, and the tax on agricultural land. 
They yield, on an average, respectively, $14,000,000, $11,000,000, 
$17,000,000, and $21,000,000 a year. If the Italian railway 
policy did not compel the government to raise by taxation an- 
nually some $31,000,000 for the purpose of paying interest not 
earned by the railways, the government could sweep away the salt 
tax and the “octrois,” and still have $6,000,000 to the good, 
which it could use for the purpose of removing in part the taxes 
on buildings and on agricultural land. 

In this connection it must be remembered that the practice of 
bribing constituencies by giving them railways carried with it, 
of necessity, the practice of bribing constituencies by extravagant 
expenditure upon roads, bridges, river and harbor improvements. 
and so forth. To districts to which cannot be given a railway 
must be given roads, bridges, lighthouses, or river or harbor im- 
provements. In that respect, again, the experience of Italy has 
been but the repetition of the experience of all democratic coun- 
tries that have entered upon the building of railways by the state, 
notably the Australasian colonies. At the present moment not 
less than $315,000,000 of the Italian debt, calling for $12,600,000 
in interest a year, represents past expenditures upon roads, 
bridges, river and harbor improvements, and so forth. One may 
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assume that one-third of that expenditure, calling for $4,000,000 
a year in interest, represents the waste incident to log-rolling. 
That $4,000,000, when added to the $6,000, 000, just described 
as to the good after abolishing the salt tax and the “octrois,” 
makes $10,000,000, or 25 per cent. of the proceeds of the taxes 
on buildings and agricultural lands. If it be assumed, with Mr. 
Bolton King, a writer of authority upon Italian conditions, that 
50 per cent. of the building tax and agricultural land tax falls 
upon the workingman and the peasant, it will be seen that the 
$10,000,000 in question would enable the state to remove one-half 
of the burden thrown upon the workingman and the peasant by 
the taxes in question. To sum up, were it not for the burdens im- 
posed upon the state by past log-rolling in the building of rail- 
ways and other public works, the Italian workman and peasant 
could be relieved of the frightful burdens put upon them by the 
salt tax, the state’s “octrois,” and of one-half of the burden put 
upon them by the building tax and the agricultural land tax. 

The salt tax, collected by means of a state monopoly of the 
production of salt, is equal to 700 per cent. of the cost of produ- 
cing salt. It keeps the consumption of salt in Italy at about 13 
pounds per inhabitant, as against 29 pounds in Austria—a country 
little richer than Italy. The under-consumption of salt in connec- 
tion with the over-consumption of Indian corn, made up into 
pollenta, is one cause of the prevalence of pellogra among the 
poorer working classes and peasants. The government has 
soldiers patrol the seashore, in order to prevent people from fetch- 
ing salt water for the purpose of obtaining salt by evaporation. 

The state “octrois” everyone admits to be burdensome to the 
extreme. In conjunction with the customs duties, they raise the 
prices of many of the necessaries of life to points reached in no 
civilized country but Italy. 

The tax on buildings, says Signor Nitti, is higher absolutely 
than it is in any other country in Europe. Moreover, it falls with 
greatest weight upon the dwellers in the congested districts of the 
cities and towns. 

The land tax extends to the smallest properties, in a country 
in which the income of the small farmer—a class much above the 
peasant—seldom exceeds $130 a year. 
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In 1902-3 the state-railway policy of Italy imposed upon the 
people of Italy a tax burden of $40,000,000. Had it not been for 
that burden, the state would have been able to remit the whole of 
the “octrois” taxes—$10,000,000, the whole of the “salt monop- 
oly” tax—$15,000,000, and 37.5 per cent. of the proceeds of the 
taxes on land and on buildings—or $15,000,000 out of $40,000,- 
ooo. 

Such are the consequences to the people of Italy of the 
state policy of purchasing and building railways in 1868 to 1885. 
I have not followed the parliamentary debates preceding the en- 
actment of the recent act under which the Italian state once more 
has entered upon the policy of operating and building the rail- 
ways. Yet I venture to say that considerations such as those just 
put before the reader were put neither before the Italian Parlia- 
ment nor before the Italian people; unless, indeed, they were so 
put by an occasional individual who had no hope of gaining any 
following, but was impelled by conscience to utter a warning that 
he knew was futile and could only bring down upon him un- 
popularity and abuse. One of the most striking, as well as one 
of the saddest, things about public intervention in the field of 


industrial activity is that, no matter how disastrously such inter- 
vention works, the public does not become aware of the disaster. 
Hueco R. Meyer. 


Denver, Coo. 
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1889, 1897, and 1904; Bolton King, in Journal of the Royal Statistical Society, 
June, 1903; F. Nitti, in Revue de science et de législation financiéres, Decem- 
ber, 1903; and P. D. Fischer, Jtalien und die Italiener. 





SUBSIDIZING MERCHANT MARINES 


The three distinct phases of the subsidy question which it is 
proposed to treat in this paper are: I, subsidies, direct and indirect ; 
II, naval and commercial restrictions and regulations ; III, artificial 
and natural influences affecting commerce. 


I 


The objects of direct subsidies are, first, to secure an actual 
service from owners of vessels—commonly, in times of peace, the 
carriage of mails, and, in times of war, the use of their vessels for 
cruisers, colliers, or transports ; and, second, to establish trade with 
foreign lands by offering adequate transportation facilities. In so 
far as these motives can be distinguished, subsidies of the first order 
—namely, to secure service—may be referred to as imperial subsi- 
dies ; those of the second order—to establish trade—as commercial. 

1. Imperial subsidies —Fundamentally, the subsidy for imperial 
purposes is offered to bring the different parts of an ocean-empire 
closer together by a quick mail service, and to secure in times of war 
additional protection of the merchant marine through additions of 
fast merchant vessels to the navy. A subsidy may likewise be im- 
perial in character—though it is difficult to state whether it is for 
postal, naval, or trade purposes—when it is given to keep a fleet of 
merchant ships in existence as conveyors of food.t Thus England, 
as an island state, feels that a merchant marine must be maintained 
at any price, and though she has no real reason for alarm at present, 
nevertheless her statesmen have long confronted the food-supply 
problem. Here, too, we face the general question of policy involved 
in the subsidization of merchant vessels to act as armed cruisers in 
time of war; a policy favored commonly by those who believe in effi- 
cacy of commerce destroyers, but strenuously opposed by those 
who are disposed to emphasize the disastrous consequences which 
must follow the laying-up of the slow boats and the use of the fast 
ones as cruisers in time of war, with the necessary interruption of 
commerce and the great increase of insurance and freight rates. 

"See Sir R. Giffen, testimony, Report of the House of Commons Select Com- 


mittee on Steamship Subsidies, 1902, Q. 46. 
37° 
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Such a result would mean not only a reduction in volume of com- 
merce but the complete loss, through capture by the enemy, of such 
goods as were intrusted to slow tramp steamers.’ 

In time of war, it appears, naval authorities usually hesitate to 
use vessels subsidized, for fear of breaking up communications with 
the outside world—more especially when the nation at war possesses 
over-sea colonies. Consequently, the device of subsidizing fast 
merchant vessels has been reduced to the mere listing of them in con- 
sideration of an annual payment, to prevent transfer by sale to the 
enemy. The owners, it is true, agree to build the vessels in accord- 
ance with naval specifications, maintain a certain rate of speed, and 
be ready to turn the vessel over upon demand. But, as suggested, 
the money subsidy is often lost so far as the use of the vessels in a 
war period is concerned, because of the fear, already expressed, that 
withdrawal of fast vessels from a mail line will destroy communica- 
tions with neutral nations.* In case the nation is willing to forego 
such communication, and able to maintain herself from her own re- 
sources, such vessels may be used as commerce-destroyers, but even 
then they are of little value when brought to bay by the armed and 
protected cruisers of the enemy. It is therefore a question whether 
the money spent for such subsidies might not be better used to build 
protected crusiers, which will be at the command of naval authorities 


at all times without the necessity of meeting the problem of crippled 
communication.* 

A postal subsidy may be regarded as imperial in that it is not 
dependent upon commercial conditions. The company accepting 
such a subsidy agrees to make a certain number of voyages a year 


*Testimony of Sir John Colomb, ibid., QQ. 2099-2104. 

*It might be urged to the contrary that the subsidy was not lost in the case 
of the “St. Paul” and of the “St. Louis” used by the United States government 
during the Spanish-American War; but in this case there was no danger to 
American commerce. 


“Question 664: A vessel not able to steam more than fifteen knots, having 
no armor, having no guns on board, probably only a gun platform to fire off a gun 
which is in store on shore, can in no sense be called an armed cruiser, can it? 

“Answer: Not at all; they are just as liable to be captured by the enemy as 
they may capture a merchant vessel. 

“Question 666: Would not you rather send a swift torpedo-destroyer against 
those vessels ? 

“Answer. Certainly.” 

(Testimony of Hon. George Renwick, Select Committee on Steamship Subsi- 
dies, 1902.) 
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in a given time; their vessels must be ready to leave port at stated 
and regular intervals regardless of the amount of the cargo. Such 
a subsidy is “a price paid for certain specific advantages to the post- 
office and the community, and to compensate for certain specific 
disadvantages to the recipient of the subsidy.’”® In order to equalize 
the costs of long distances and high speeds, the postal subsidies con- 
tain in the contracts a sliding scale under which the compensation 
increases with distance and speed attained. The rates paid, how- 
ever, may differ materially. In England payment is made for 
service rendered ; in other lands the payment may be for more than 
the actual cost of carrying the mails at the international postal rate. 
In this instance the subsidy partakes of the nature of a bounty. A 
real difficulty exists in any attempt to separate a subsidy into its 
different parts; for a government pays the given sum for regular 
communication, vessels of high speeds, construction, equipment, and 
crews of a certain nationality. Where a postal subsidy is granted, 
there may be a direct understanding that a vessel may be used in 
time of war. Here the imperial and postal elements are contained 
in the same subsidy. 

The points of the imperial and postal subsidies are well brought 
out in the agreement made by the German government with one of 
the German steamship companies. In this contract the company 
agrees that (a) no foreigner can be on the board of directors, (b) 
all agents or persons employed must be German subjects, (c) the 
vessels must be built in Germany of German material, and from 
plans approved by the naval authorities. (d) In case foreign com- 
peting vessels increase their rates of speed without compensation, 
the German company must do the same without extra remuneration ; 
and (¢) in replacing a steamer not more than eighteen months must 
elapse, under a penalty of £15 per day. (f) Whenever the imperial 
navy is mobilized, the government has power to buy or employ the 
steamers ; (g) nor can the comparty sell or hire any vessel without 
the approval of the chancellor. (h) Even the making of rates rests 
finally with the officer named; (7) while the company must secure 
permission from the government to carry the mails, goods, or pas- 
sengers of other nations. (j) The chancellor may exclude any agri- 

*Testimony of Mr. Farnall, of the English Post-Office Department, ibid., 1901. 
A. 732. 


*Testimony of Mr. B. Forman, ibid., 1901, QQ. 862-65. Journal of Political 
Economy, December, 1900, p. 29. 
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cultural products which compete with German ones. (k) The com- 
pany must carry government officers and naval invalids at special 
rates. (/) The engine-room complements must be Germans, either 
time-expired naval men or volunteers who agree to serve in steamers 
if leased in war time. For these restrictions, regulations, and re- 
quirements the company receives the sum of £ 67,500." 

As to the value of these points in the agreement much question 
might arise. It may be taken for granted that a mail subsidy should 
contain speed clauses based, not on what the vessel may reasonably 
do, but on what the vessels of other nations are doing ; while in refer- 
ence to the control of rates and cargoes it is more than likely to pre- 
vent that adjustment of commercial conditions to the enlargement of 
commerce and trade necessary for rapid advancement in such lines. 
The same statement might apply to crews and officers. Economic 
conditions on shore determine the supply of the men on the sea, and 
the steamship companies might find it impossible to secure the neces- 
sary number of men to man the vessels, if held too closely to the re- 
quirements. In its comments on naval requirements the Select 
Committee of the House of Commons stated that in their opinion the 
principles of subsidies is justified only in obtaining a limited number 
of vessels of high speed and coal endurance built according to naval 
specifications for national defense, when the government is not able 
to build war vessels. The committee was of the opinion further that 
subsidies were of slight value as retaining fees ; for in an emergency 
vessels would be freely offered for national defense without fees.® 

Where subsidies are paid in the different countries, reference is 
made to the use of the subsidized vessels in training men for the 
navy and in maintaining a naval reserve for use in times of war. 
For these purposes much emphasis is laid upon the schooling that 
men may get in the sailing-vessels as compared to the training they 
get on a steamer ; and, in consequence, subsidies are offered by many 
governments to the owners of merchantmen if they will take a certain 
number of apprentices and educate them in the ways of the sea. 
It is distinctly felt by some naval authorities that a steamer is no 
longer a training place for seamen, but that it is wise, and it is 
possible, to train an engine-room complement on the fast mail 


7Agreement of German government with the East African Steamship Co., 
§§ 3, 12, 15, 16, 21, 25, 27, 20, 31. 
®Loc. cit., pp. x, xi, §§ 21, 22. 
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steamer,® but not the able seamen needed in the general work of the 
navy. This position is opposed by no less an authority than Lord 
Beresford, on the ground that a man is more likely to get the training 
he needs for a man-of-war on board a steamer than in a sailing- 
vessel. He puts it this way: 

We have just arrived at the steam age, and we might just as well try to 
train engine-drivers on the Great Northern Railway on a coach as to train 
these men in manning masts and yards to drive a ship; let the men be trained 
to what they have to do. 


It is fully recognized that the training an officer needs is that 
which he secures by service on a full-rigged ship, but a government 
might supply training-ships that would meet all the requirements of 
the steam merchant marine in this direction.’° Still the demand for 
subsidies for sailing and steam merchantmen is placed upon a more 
extended basis, namely, that of furnishing a reserve for the naval 
requirements of a nation in times of war. 

Without sailors of the same nationality, the men-of-war would 
have to be manned partially by foreigners ; consequently every nation 
is interested in having a large number of native seamen. By granting 
subsidies and requiring the companies to employ native sailors a 
country may secure a large enough body of men to meet its require- 
ments. The inducements offered are (a) bonuses to natives serving 
in the fishing fleets ;** (b) requirements that a certain part of the 
sailors on vessels receiving subsidies shall be natives ;'* (c) the estab- 
lishment of a naval reserve requiring the presence of the men for 
drill a certain number of days each year, and providing for the pay- 
ment of wages during the time ;** (d) making officers in the merchant 
marine members of a naval reserve and entitled to retire at sixty-five 
on half or one-third pay; (¢) the maintenance of schools for train- 
ing in the merchant marine; (f) and the establishment of hospitals 
and sailors’ homes under government supervision. The proposals 

*See the testimony of Lord Brolssey before the Select Committee of the 
House of Commons, 1902, Q. 10509. 

The state of Massachusetts and the city of Boston maintain a training-school 
for boys who desire to enter the merchant marine as officers. 


"Frye, Subsidy Bill, Fifty-seventh Congress, First Session S. F. 1348, § 12. 


“The French Mercantile Marine Act of April 7, 1902, permits vessels en- 
gaged in international coasting trade to carry a minimum French crew of captain, 
two mates, engineer, boatswain, and two registered sailors. 


*U. S. Commissioner of Navigation, 1903, p. 290. 
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made, in face of the demand for native crews in war times, are hardly 
sufficient to overcome the economic forces that draw men from the 
sea. England would have to find sailors for her fifteen million tons 
of shipping from a population of less than forty millions, while Ger- 
many makes a demand for the manning of but three million tons 
from a population of fifty-six millions. No other industry requires a 
labor force on a national basis. It is doubtful if any nation can secure 
native crews for its ships by any reasonable subsidy system ;"* and it 
may be added that, if it does, the most efficient sailors could not be 
secured for all vessels under a restriction of that character. Whether 
it is wise to burden an industry with certain requirements, when 
every merchant marine employs a greater or less number of foreign- 
ers, is decided in the negative by the author of La navigation com- 
merciale, on the ground that an industry must have the opportunity 
of selecting its laborers as it thinks best. This general rule seems to 
be pretty well borne out in the experiences of the successful mari- 
time nations. 

2. Commercial subsidies.—In addition to the subsidies offered 
for imperial purposes—and these may be cited as quick communica- 
tion and auxiliary cruisers for the protection of the merchant marine 
in times of war—payments are made by governments to secure com- 
mercial advantages for their merchants. These take the form of 
subventions to steamship companies (1) plying regularly to a newly 
opened country, (2) to establish what promises to be a new trade, 
and (3) to maintain the owners of vessels in severe competitive 
struggles.?® 

Subsidies for commercial purposes are based upon the supposition 
that assistance is needed to build up trade in parts of the world where, 
for commercial and industrial reasons, the establishment of trade 
with the nation appears desirable, but where private capital and 
enterprise cannot at first venture to engage itself; and also on the 
supposition that equal competition of lines cannot be carried on 
against foreign subsidized steamship companies when the nation’s 
merchant marine has no such substantial aid. With such aid it is 
urged that the shippers will have an opening to a new market, the 
owners of vessels will keep the insurance and freight money at home 7 


*Colin, La navigation commerciale au XIXe siécle, p. 405. 
*Testimony of Sir William Ward, H. C. Select Committee on Steamship 
Subsidies, 1901, QQ. 1132, 1133. 
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and create what amounts to an export, producers will have a larger 
field, and the nation as a whole greater economic strength.'® 

If it is accepted that a subsidy is wise for commercial reasons, it 
still remains to determine the conditions of its payment. A number 
of ways may be cited. (1) First among these may be mentioned a 
subsidy based on the number of days sailed by vessels. This is a 
form which stimulates sailing and movement from port to port, but 
it does not create a movement of goods.’*7 Even favorable action on 
the part of the government is secured in the tonnage measure- 
ments so as to increase the gross tonnage and swell the returns for 
vessels. (2) The second is a payment for mileage—a form of pay- 
ment corresponding rather closely to the first form, but having an 
advantage over it in placing emphasis on the distance sailed. The 
same objections can be urged against it as in the first method. The 
scale of payment usually varies with the size of the vessel. (3) The 
third form, recently proposed by the Congressional American Mer- 
chant Marine Commission, places the emphasis upon tonnage alone 
without modification as to speed or cargo. The amount is small, $5 
per ton register, and the same for all vessels. The theory underlying 
this subsidy is the equalization of wages and cost of operation with 
those prevailing on vessels of competing nations.’* (4) The fourth 
form combines tonnage and speed, but makes no provision for cargo 
carried or time of commission. The earlier subsidy bills introduced 
in the Congress of the United States contained these provisions. In 
the Frye bill of 1902 the subsidy provision classified vessels accord- 
ing to their tonnage and speed into seven classes, the payment per 
mile declining with decreasing tonnage and speed.*® (5) The fifth 
form, and the most reasonable of any thus far presented, combines 
the features of the first three in payments based upon tonnage of 
vessel, rate of speed, and cargo carried. The last feature is added 

"See Bates, American Marine, pp. 11, 12. 

"Recommendations of French Extra Parliamentary Committee, shipping 
bounty: each ton up to 2,000, 5 centimes per ton per day; 2,000—3,000 tons, 4 
centimes ; 3,000—4,000 tons, 3 centimes; 4,coo or over, 2 centimes. 

*See Report No. 2755, Fifty-eighth Congress, Third Session, p. xxii. 


3 SEE — 








First class 10,000 tons. $4.70 per mile 

Second class 2 10,000 “* —~ — 

Third class P 5,000 “ 3.60 ns 
5,000 “ pe eee 


Fifth class 5,000 “ 2.07 
‘ 5,000 3 2.66 


Seventh class 2,000 
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for the purpose of guarding against the mere sailing of vessels from 
port to port without cargo. In the Hanna-Payne bill the clause 
relating to this portion of the subsidy contract reads: 

That no vessel shall be entitled to the full compensation under this clause 
unless she has cleared from a port of the United States with cargo to the 
amount of 50 per cent. of her gross tonnage.” 

In the case of passenger steamers a provision is made which 
deducts the tonnage of the vessel given over to the accommodations 
and necessities of passengers from the total tonnage of the vessel, 
thereby materially reducing the amount of cargo carried under the 
fifty per cent. clause and still permitting the vessel which carries 
passengers and a small cargo to earn the subsidy. 

Where the policy of a nation is based upon the idea of extending 
aid to ship-owners whose vessels are subjected to rather severe com- 
petition with foreign companies, there is the necessity of drawing 
the line and arbitrarily determining when such competition is ex- 
cessive and severe. This is a difficult process, requiring a full knowl- 
edge not only of what the condition of the trade is, but also of the 
cost and trouble of navigating vessels.2* The competition is further 
accentuated by the indirect subsidies granted to shippers and builders 
of vessels in the form of preferential rates, cargo bounties, and free 
materials for shipbuilding. The object of such payments on the part 
of a government is to encourage shipments and greater regularity 
of shipments, so that the native product can get into a foreign market 
more cheaply than the product of competing merchants from neigh- 
boring states. The supposition is extended another step, and con- 
cluded in the notion that a continuation of such a policy will sooner 
or later give the trade to the nation that offers the best facilities. 

Realization of declining trade soon brings the nation, so unfor- 
tunately afflicted, to review the action of the competing nation, and 
to follow its example in making payments to ship-owners for more 
regular service to the ports where the trade contests are going on. 
Each nation feels that it must have its own “proper trade”—the 
share that belongs to it. If the contest grows too severe the com- 
peting lines, though of different nations, compromise and divide 
the field. From the point of view of the subsidy advocate, the gov- 
ernment has been fully justified in granting payment to the owners 

*Fifty-sixth Congress, First Session, H. R. 64, Report No. 8go. 

“Sir Robert Giffen thinks the matter could be decided by government experts. 
Report of H. C. Select Committee on Steamship Subsidies, 1902, Q. 205. 
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of vessels even under these conditions ; for has it not kept a part of 
a trade whose very existence was threatened? Another form of the 
competition is found in the building of vessels of greater and greater 
speed, whose expense for coal and maintenance increases at a so 
rapidly growing rate that subventions of some kind must be paid to 
the ship companies to induce them to keep up the contest.22, There 
must be a limit to the contest; in time the stronger nation financially 
can force the weaker one to the end of a subsidy policy, and when 
the subsidies are withdrawn, the companies are where they were 
before to all practical purposes. The rule which might be put down 
as governing the question of subsidies is: So long as the private 
owner can compete, and no national interest is involved, a subsidy 
should not be paid ; but if a national interest is involved, which would 
be furthered or actually saved from destruction by such an action, 
then the granting of a subsidy may be favorably considered. The 
' real question is to distinguish between national and private interests. 

3. Indirect subsidies —Different governments have from time to 
time established the policy of extending aid in various forms to ship- 
pers, shipbuilders, and the owners of vessels by bounties, low rail- 
road rates, materials free from duty, payment of canal and fuel 
expenses, and free registry of ships purchased abroad. So 
potent are these factors in the merchant-marine problem that they 
are called here in this paper “indirect subsidies.” It should, how- 
ever, be explained that the indirect subsidy, though in some instances 
paid by the government, as in the case of bounties on cargoes, and 
the payment of fuel, canal and harbor dues, is more often not a 
direct payment, but an advantage resulting in increased earnings to 
the owners and builders of vessels by legislation likely to encourage 
shipments of goods and cheaper ships, and consequent increased 
demand for ships. 

In this discussion we may group the indirect subsidies under the 
two heads of (1) payments to encourage the movement of goods, 
and (2) subventions to stimulate the building and use of ships. It 
has been repeatedly stated in the discussions about subsidies that 
vessels were not required to carry goods in order to secure the sub- 
sidy. To meet this criticism, and to couple subsidized vessels with 
the movements of commerce, it has been proposed to place bounties 

™The action of Germany in the building of recent vessels of great speed, and 


of Great Britain in extending loans to a company to build two fast vessels, is 
in point. 





SUBSIDIZING MERCHANT MARINES 379 


upon the cargoes carried to foreign ports.** The term “bounty,” as 
already intimated in the preceding sentence, is used to designate pay- 
ments made to encourage some branch of industry, trade, or agri- 
culture. In its essence it is a method of buying freight by the govern- 
ment for the ship-owners, but in result the payment acts as a stimulus 
to export and to the movement of goods at high rates. Vessels car- 
rying bounty cargoes are protected from the competition of foreign 
vessels, but the movements of such vessels are limited to the ports 
to which the bounty-encouraged cargoes go; at its very best, a policy 
of this kind can be only temporary. In the instance where bounties 
are paid to the ship when a cargo is carried, a direct subsidy is 
given; but a bounty paid to the exporter is indirect, so far as the 
ship-owner is concerned, and reverts to his advantage in the oppor- 
tunity he has of carrying a cargo at higher rates than he could other- 
wise.** The amount of such bounties has been variously estimated 
from the percentage necessary to pay insurance premiums to large 
and generous payments for exported products.”® 

A method still more effective than the export bounty, so far as 
the encouragement of real fundamental trade is concerned, is the 
reduced rate system which consists of the through bill of lading and 
preferential through rates. These terms require explanation. Tak- 
ing them in their order of mention, the through bill of lading is 
almost self-explanatory, but refers particularly to the shipment of 
goods from an interior town to the firm or company purchasing them 
in a foreign city without the necessity of rebilling. The second term 
refers to special rates made on through shipments either on rail or 
vessel, or both. Though neither of the practices is new—for the rail- 
ways of the United States have agreements with the steamship com- 
panies both in regard to through bills of lading and preferential 
rates**—still the motive of the railways of the United States is a 
selfish one, and not for the purpose of developing national trade and 

Amendment to Frye Bill, Senate File 727, Fifty-sixth Congress, First 
Session, introduced in the Senate by Butler, of South Carolina, January 30, 1900. 


*Memorial to the Senate of the United States by David Lubin, in behalf of 
the State Granges of California, Oregon, Illinois, Washington, Missouri, Virginia, 
and Pennsylvania. Reported with amendments to Senate File 727, Fifty-sixth 
Congress, First Session. 


*Bates, American Marine, p. 430; Amendment to Senate Bill No. 727, January 
30, 1900. 

*Controversy of Minneapolis millers with railroads in regard to flour- and 
wheat-export rates. 
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commerce. In the states where the railroads are owned or operated 
by the government, through rates of a preferential nature are granted 
to all shippers to foreign countries.*7 The result is a remarkable 
encouragement of trade ; for the German merchants are often able to 
undersell other nations because of the advantage secured by the 
preferential rate. In case of private lines, as in the United States, 
both railway and steamship companies accept a part of the cut in the 
rate; but in the states where the railways are government-owned 
the state bears the cut, and if the difference is not made up by in- 
creased traffic, the government charges the loss to deficit.?* By this 
practice the selected steamship lines get freight, and the dealers in 
the goods are able to place their commodities in foreign markets at 
an advantage over their competitors. Other things being equal, the 
consequent lower price is pretty sure to develop a substantial trade, 
whatever the effects upon taxation through the existence of a rail- 
road deficit. 

Omitting the question of rebates to exporters as a phase of indi- 
rect subsidy, but little practiced, the attention is directed to a second 
phase of this division of the subject, which deals with the use and 
building of vessels. 

To use vessels, you must own them, or at least control them. This 
requires building or buying, or both. In many nations the citizen is 
prohibited from buying the cheapest vessels, and if he wishes to 
engage in deep-water commerce, he must order a vessel built in the 
ship-yards of his own country.”® Whether he will do this or not 
depends upon the cost of the vessel he proposes to build. If he finds 
the price a good deal higher than those prevailing in other lands, 
he seeks investment in some other industry and does not enter the 
business of a deep-sea carrier. To meet this difficulty, it has been 
proposed, and in some instances actually adopted, to grant citizens 
the right of purchase anywhere, and free registration of the vessel 
afterward under the national flag. Such action places the native 
ship operators on the same basis as the foreigner, so far as original 
investment is concerned. Where this policy has been adopted, the 
repairing of the purchased vessels gives the native ship-yards plenty 


“English Blue Book, Commercial, No. 2, 1898, p. 53. 

Report of the House of Commons Select Committee on Steamship Subsidies, 
1902, QQ. 724, 906. 

France, Russia, United States. 
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of employment, and at the same time an opportunity to improve their 
plants*°—the fundamental object. 

In order to place the ship-building industry on a paying basis, and 
to compensate the owners of yards in some measure for such depres- 
sion as may fall upon them because of the policy of free registry, it 
is advocated that the materials used in ship-construction be admit- 
ted free of duties. This concession is sometimes supplemented, as in 
the instance of France, by construction bounties amounting to $12 
per ton of iron and steel vessels constructed.*? Legislation has like- 
wise been proposed still to maintain the tariff on materials used, 
but grant rebates amounting to the tariff paid; and, if native 
materials were used, pay the builders rebates equal to the tariff on 
foreign materials.** The real value of the free-material plan cannot 
be attained by the rebate plan; for the former compels the home 
manufacturer to compete with the foreign steel-producer, in price at 
least. Where a trust exists, the ship-building industry is materially 
benefited by the option it has of making purchases of material in 
foreign markets. This is shown in the note below.** It is stated 
that Germany owes her ship-building industry to the repair work 
done upon vessels purchased by Germans abroad, and by the admis- 
sion of ship-building materials free of duty. To these, however, the 
state railroads add a third factor in the granting of low freight 
rates on all materials used in building vessels. 

The English government has recently inaugurated a policy of 
loans that adds another feature to the methods of increasing shipping 
tonnage. It is a well-known fact that increased speed in steamships 
is attained only at a great expense; in consequence, private com- 
panies hesitate to enter the excessive competition in which ocean 

The rapid increase in the shipping of Norway is due to the policy of free 
registry. The German ship-yards began their career with the repair of foreign- 
purchased vessels. The policy of free registry may in a measure conflict with 


that of ship-construction, but, on the other hand, it gives a nation a share in the 
profitable business of transporting freight and passengers on the seas. 


“Fifty-first Congress, First Session, House Report No. 1210, p. 423. 
27. ynch Committee, 1870. 
Price per ton of steel plates in United States and England: 
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greyhounds are engaged. To meet this difficulty, the English gov- 
ernment proposes to loan to the Cunard Company the sum of $13,- 
000,000, to be used to build two vessels whose minimum speed must 
be twenty-four and one half knots. The rate of interest is placed 
at 234 per cent., to be paid yearly. In return for the operation of 
these vessels, the government pays the company $375,000 each year, 
and requires the company to pay back the loan in twenty instalments. 
This practically means a free loan. The usual restriction of no sale 
without permission of the Admiralty and use in time of war are 
made a part of the contract.** 

One other method of dealing with vessels remains for considera- 
tion in this section of the discussion—a method that may be cited 
under the title of payments of canal and harbor fees and fuel costs. 
There is little to be said of it other than that it is sometimes used to 
encourage new lines or to equalize competition. 


II 


It has been said that the restrictions and regulations which a 
nation puts upon its own and foreign shipping will affect it as 
materially as a subsidy. The English owners repeatedly complain 
of the application of the load-line to their ships, and not to those 
of the foreigners. This is but an instance of the meaning of restric- 


tions. In so far as legislation of this type affects the merchant 
marine, just so far is it to be included in a discussion of the 
merchant marine and the difficulties surrounding its development. 
In placing so much stress upon subsidy legislation, the navigation 
laws have been largely overlooked. To put it specifically: Is there 
any use of subsidizing a merchant marine, when England is more 
than likely to reserve the trade between the mother-country and her 
colonies to English vessels, on the ground that it is coastwise trade? 
Taxes upon freight movement, upon income of vessels, loading, 
entry, and docking of vessels, and discriminating duties on tonnage, 
all constitute restrictions that may make or mar a merchant marine. 
It is to the consideration of these difficulties that we proceed. 

1. Coastwise trade—From the point of view of the nation desir- 
ing to trade in the ports of a foreign land, the reservation of coast- 
wise trading rights to citizens constitutes a restriction upon the move- 
ments of their vessels. While, on the other hand, the reservation of 


“Cunard Contract, July 31, 1903, Report of U. S. Commissioner of Navigation, 
1903, Pp. 230, 231. 
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that trade is looked upon by the citizen as protection to national ship- 
ping. Thus coasting trade comes to be a technical term used to 
define the plying of vessels with cargo from port to port along the 
same coast. On the ground that this is the heritage of the native, 
most nations reserve it for their citizens. Says the Select Committee 
of the House of Commons on Steamship Subsidies :** 

This class of restrictions appears to be on the increase, so that the field of 
British trading throughout the world is becoming gradually but surely circum- 
scribed. The United States extend the doctrine so as to declare a voyage 
from New York round Cape Horn to San Francisco, or from San Francisco 
to Honolulu, to be a “coasting voyage,” and, as such, they restrict it to vessels 
carrying the United States flag. Similarly, France refuses to allow any but 
French vessels to trade between French ports and Algeria; and Russia, in 
reserving its coasting trade to its own flag, included in this restriction the 
navigation between Russian ports in the Baltic and the Black Sea, and between 
all Russian ports and Vladivostock in the far east of Siberia.” 


The establishment of a coasting-trade restriction calls into exist- 
ence a good deal of machinery for dealing with vessels engaged in 
such trade. The law provides, first, that the vessels must be owned 
by citizens, and in some instances built by native yards, manned by 
a crew partially native, and officered by citizens. The law also pro- 
vides that all vessels must be licensed at short intervals; this gives 
them the right of entry and clearance from port to port along the 
coast, and, per contra, excludes foreign vessels from such movement, 
except in so far as they carry cargoes from foreign ports to a port 
other than their port of entry.*7 And when this is done, the law re- 
quires numerous manifests and statements concerning the cargo in 
transit from foreign ports. So strict is the law that a vessel engaged 
in the foreign carrying trade cannot engage temporarily in the coast- 
ing trade without a license and the payment of fees, even though it 
flies the nation’s flag. With the thorough establishment of coasting- 
trade laws in reference to the trade along the seacoast, the tendency 
is to extend the principle to island possessions or to coast line sepa- 
rated by intervening nations from the coast of the nation. This is 
seen particularly in the case of Russia, the United States, and France, 
in the instances cited above.** 

"Report of the Committee, 1902, p. xxi, $42. 

“See also Appendix, No. 3, in same Report, session of 1902. 

"Revised Statutes of the United States, § 4347. 

“Report of the United States Commissioner of Navigation, 1903, p. 304. 
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The justification of such policy is found in the building-up of a 
native merchant marine, and the creation of a body of sailors and 
officers that will act as a reserve in time of war. On the other hand, 
in so far as such exclusion tends to increase the cost of the vessels 
engaged in such trade, and to increase the price of commodities, to 
that extent does it cut down the whole trade, though the vessel- 
owners are not compelled to meet the competition of the foreigner. 
Against this policy it is proposed by the nations not following it to 
exclude the vessels of nations now maintaining such a policy from 
their coasting and colonial trade. In their opinion, if nothing else 
could be gained, at least they would have something to affect the 
demands of foreigners when it came to the making of treaties. Of 
this point more will be said in another place. 

2. Discriminating and ad valorem duties —No more important 
method of discriminating against foreign vessels in favor of national 
shipping has been found than that of laying a tax upon the foreign 
ship-owner, on the basis either of the tonnage of his vessels or of the 
tonnage and value of the cargo. In the first instance, a tax of so 
much per ton is charged against the vessel each time it enters the 
harbors of a taxing country. A small fee is sufficient to turn the 
trade from one carrier to another, although it may be a means of 
increasing the cost of shipping articles in a foreign market where a 
nation has insufficient shipping to carry its exports. A tax, in the 
second instance, may be placed on the tonnage of the cargo because 
imported in foreign vessels, or, if on an ad valorem basis, the tax 
may differ in percentage when carried in a domestic as against a 
foreign vessel. 

This form of discriminating duty may be laid by granting a 
rebate to the importer when a domestic vessel is used, or by adding 
an increased percentage of tariff duty to the regular tariff upon 
goods when imported in foreign vessels. 

In order that the builders of domestic vessels may not be too 
greatly discriminated against, some concessions in the form of reduc- 
tions in tonnage duties are made to foreigners who have bought the 
vessels built in the taxing country. Where rebates are granted to 
merchants, in the instances cited above, they were, at the time such 
laws were enacted, carriers as well as dealers. Consequently pro- 
tection to merchants was protection to ship-owners—a condition of 
affairs not prevailing today, in that the carrier is distinctly different 
from the merchant group ; and, as a result, legislation of the character 
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indicated would hardly inure to the benefit of ship-owners, except 
in so far as it gave owners the first opportunity to carry the freight.*® 
The object of legislation of this type was threefold: first, protection 
to shipping by the encouragement due to the discrimination ; second, 
to raise a revenue ; and, third, to meet the expenses of lighthouses and 
beacons. The last reason no longer exists in nearly all nations, the 
one exception being England, which still levies a light duty on all 
vessels, but in this tax she does not discriminate in favor of her own 
vessels. In fact, the discriminating duty is greatly modified in its 
application by the most-favored-nation clause found in commercial 
treaties. The use of the discriminating tax on tonnage is subject to 
a double criticism. In the first instance, it opens the way to retalia- 
tory legislation by foreign nations ; and, in the second instance, it is 
unscientific in that it applies to all vessels alike, regardless of age, 
loading-line, or character of propulsion. As a policy, it has been 
given up since 1872 by the leading nations. 

3. Regulations and rules.—The close relationship existing be- 
tween state and ship from launching day to the final breaking-up of 
the vessel is first seen in the provisions for measurement and regis- 
try.4° The measure of a vessel’s tonnage creates a standard for light, 
harbor, and dock dues, while the registry indicates nationality from 
the official point of view. The measurement of a vessel varies in 
different lands with the basis of measurement. In France subsidies 
are paid on gross tonnage; consequently the law _ reduces 
net tonnage and magnifies the gross tonnage of vessels. 
This is an indirect encouragement to  vessel-owners,*! in 
so far as it reduces the expenses of navigating the ship. The Eng- 
lish net tonnage is higher because fewer deductions are made for 
accommodations, supplies, and space not used for storing freight. 
The dead-weight carrying power of the English ship is usually 
greater than that of the French vessel, which in a measure makes up 
for the small advantage in net tonnage and the consequent lowered 
fees. The purpose of registry of vessels is to secure information 
concerning the vessel and its owners, partially for purposes of identi- 
fication, partially for protection. The English have ingeniously mod- 
ified their registry law so as to permit the easy transfer of shares in 


Annals of Congress, First Congress, 1789-91, Vol. I, April 21, 1789. 
“Farrar, The State in Relation to Trade, p. 120. 


“Report of Select Committee on Steamship Subsidies, 1901, Q. 1493. 
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a vessel, thus stimulating the purchase and sale of shares.** With 
this arrangement there is also provided a complete system of title 
and conveyance by which it is possible to transfer the title of a vessel 
from port to port by the payment of a small fee.** 

Over load-line regulations discussion and controversy have waged 
for decades. But one great nation has officially created a load-line 
by legislation,** and in the application of it to foreign vessels in 
English ports much friction has been caused. No ship-owner is theo- 
retically opposed to a load-line; but, when based upon certain struc- 
ture and form of vessel, it may act as a discriminating agent against 
vessels built just as well, but not in accordance with the specifications 
framed by the makers of the load-line regulations.*® As a basis of 
loading, much injustice may be done by not making proper excep- 
tions for form and bouyancy of vessel and load; but as a basis of 
insurance, in so far as the load-line requires certain types of struc- 
ture, still greater injustice may be rendered by differences of rates 
based upon structure requirements. This in itself is at times suffi- 
cient to divert cargo from one vessel to another because of its classi- 
fication under insurance regulations.*® The nation that has load-line 
regulations which favor the type of vessel produced by her ship- 
builders has in consequence the double advantage in the enforcement 
of the rule and the placing of insurance. 

While tonnage duties and load-line regulations materially affect 
the business of ocean carriage, the taxation of the vessels engaged in 
that industry by the governments whose flags they fly acts as a 
burden or an aid. In many nations it is accepted that a vessel does 
not by its very nature enjoy the benefits of a municipality in police, 
fire, cleanliness, paving, and so on, and therefore should be free from 
a property tax. In one case in particular, however, the taxes placed 
by state authorities are so heavy as to amount to a very considerable 
percentage*’ upon the capital of ocean carrying companies. Add to 
these the numerous petty fees, duties, and charges levied on the ves- 

“Bates, American Marine, p. 71. 

“Farrar, loc. cit., p. 120. 

“English Merchants Shipping Act, 1876; amended 1890, 1894. 

“For the French point of view see Colin, La navigation commerciale au XIXe 
siécle, chap. vi, § 3. 

“Bates, American Marine, Appendix, pp. 439-56. 

“Wells, Our Merchant Marine, p. 172; Report of the United States Com- 


missioner of Navigation, 1894, p. Ixvii. 
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sels of the United States, and it is small wonder that the American 
hesitates to enter a field with so little promise and so many chances 
of loss, as compared with the greater opportunities for profit under 
the more liberal administration of law in foreign nations.** 

Much the same thing might be said concerning compulsory pilot- 
age fees, docking, light and harbor dues. A particular port gets 
a reputation for being an expensive clearing port, and in conse- 
quence of local legislation may divert traffic to other ports. On the 
other hand, national legislation may place a tax upon every pas- 
senger landed, as well as a tax upon each sailor of vessel crews, to 
maintain hospitals; and a general tax of a stated amount against 
the vessel for sanitary inspection.*® 


III 


The preceding divisions of this paper have had to do with ships 
and shipping regulations, but so wide and complicated is the subject 
that it is necessary to deal with a third phase, which is found in 
artificial and natural influences affecting commerce. In the discus- 
sion of these, convenience dictates the division of the subject into 
commercial influences and government attitude, and in harmony 
with this suggestion the paper proceeds to the consideration of com- 


mercial influences. 

1. Commercial influences.—It has been stated that foreign com- 
merce rests upon the exchange of commodities between nations. It 
does not matter so much to a carrying nation whether its people are 
engaged in selling and buying products from other nations, provid- 
ing its ships may engage in transporting the goods of nations carry- 
ing on such a trade. Trade, then, being first necessary—though 
ships may expand it—before a merchant marine can be developed, it 
is worth the knowing to understand how trade may be affected by 
commercial influences. 

Without going into questions of races and their characteristics, 
it is sufficient to keep in mind that race characteristics, habits, and 
customs, as well as speech, stand as obstacles in the way of trade 

“Taxation of vessel property in Maine appears to be three times heavier 
than in California, double that of Georgia, and many times greater than in 
England, France, or Germany. (Report of U. S. Commissioner of Navigation, 
1894, p. xlviii.) 

“Revised Statutes of the United States, §§ 4206, 4207, 4370, 2871, 2875, 2880, 
4353, 4347, 4367; Act of August 18, 1894; §§ R. S. (4550-54), 4580. 
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and commerce between nations. Immigration sometimes breaks 
these down by establishing trade relations between the people in the 
new land and those at home in the fatherland, but language and 
custom must be overcome before a manufacturing nation can hope 
to sell its products in other lands. Long habits of trade, certain 
methods of consumption leading to the maintenance of trade rela- 
tions with a foreign country, may prevent a rising commercial nation 
from securing what it regards as its share of the trade. In addition 
to these obstacles are the very present ones of transportation and 
communication, which, however, facilitate rather than create com- 
merce. 

New habits of consumption, new wants, and new notions may be 
brought into being through the missionary work of the well-trained 
and thoroughly equipped salesman. As a representative in foreign 
lands, he must know the language and consuming habits of the 
people. To be successful, the articles offered for sale must be made 
and packed to conform to the needs of the people among whom he 
is working ; if these efforts are accompanied by well-adapted adver- 
tising, trade results are pretty surely to follow.*° 

Still, the maintenance of trade does not rest upon the efforts of 
a salesman, advertising, and conformity of article to the wants of 
the people in a foreign land ; other factors, too, enter into the build- 
ing up of a trade. To mention another, in addition to those referred 
to, would be to call attention to the means of making payments 
through banks and credit devices. The author of the report referred 
to in a recent footnote says: 

The bills on London which South American merchants remit in settlement 
for their purchases entail no loss to the recipient; but that fact does not 
remove the necessity for American banks which shall transact business direct 
between North and South American without dependence upon Engand.” 
There is, however, the influence of nationality, which in the granting 
of credit on long time acts as a marked influence upon trade. The 
presence of branch houses, with facilities to take care of trade and 
grant the necessary accommodation, must, in the very nature of 
things, act as an agent in the getting and maintaining of trade. An 
occasional loss in the movement of goods has brought into existence 
a vast system of marine insurance, the managers of which have the 

“Report of National Association of Manufaturers of the United States on 
Foreign Trade of Argentine, Uruguay, and Brazii, 1897, pp. 37, 38. 

"Tbid., p. vii. 
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power of determining rates and conditions of carriage. The dis- 
crimination possible against ships of other nations by this machinery 
has already been spoken of. 

It appears that even trade requires a certain amount of machin- 
ery, and without this machinery a nation cannot hope to get much 
more than what might be called a non-divertable exchange of goods. 
At times manufacturers have, regardless of the national lack of ma- 
chinery in foreign lands, attempted to stimulate shippers to the point 
of exporting their products by granting to them bonuses on the sales. 
This may succeed for the time by sheer force of cheapness, but it is 
artificial and superficial. The products are a surplus and do not 
conform to requirements of size, form, weight, or packing, and 
sooner or later the more careful foreigner makes serious inroads 
that are pretty sure to be permanent through his more painstaking 
and scientific methods. 

2. Government attitude.—Governments are continually enacting 
from time to time legislation that affects trade and trade relations. 
Bonuses, tariffs, treaties, protection of rights, navigation acts, taxa- 
tion, even the moral attitude of the government itself, go a long way 
in hindering or actually helping the growth of trade. Commenting 
on this last phase, a witness before the Select Committee of the 
House of Commons said: 


I think the interest taken in shipping in Germany, from the emperor down- 
ward, has done more to stimulate them to action and success than subsidies. 
This help, however, is moral rather than material.” 


It is the feeling that the government is with the shipping interest, 
and not against it; that it is ready to protect vessels against foreign 
encroachment, willing to use consular officers in advancing trade and 
commerce, and more than all anxious to avoid legislation likely to 
prove injurious or embarrassing to the movement of ships. 

In order to encourage exports, and incidentally to give vessels 
cargoes, certain nations have paid bonuses on manufactured product 
which is exported. This has resulted in high prices to the native 
consumer and low prices to the foreign purchaser, with the material 
effect of increasing production at the expense of more needed 
products.5* Such a policy usually means a higher tariff, first, to 

Report of Select Committee of House of Commons on Steamship Subsidies, 
1902, Q. 1771. 

Political Science Quarterly, Vol. XIV, p. 87; Journal of the Royal Statistical 
Society, Vol. LXV, p. 440. 
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protect other interest in counterbalance for the export bounty ; and, 
second, to secure more income to pay the bonus. In its final analysis 
the system of bonuses cannot be said to influence shipping. 

The last remark does not apply to the tariff; for upon its adjust- 
ment hangs the fate of an extended commerce. Foreigners cannot 
take the products of a nation unless they have something to buy with, 
and that something must always be what they have produced. If 
their products are shut out by tariffs, their purchases will be reduced 
to the “non-divertable” trade. Successful shipping likewise is de- 
pendent upon trade movement ; for a vessel must have cargoes going 
and coming, or it cannot long compete with the ships of the nations 
which are blessed by such double movement of trade. Nor is it 
possible for a subsidy to overcome the difficulty and differences pro- 
duced by systems of taxation, whether in the form of a tariff or a 
personal-property tax upon shipping, unless there is some fair basis 
of trade. 

The natural result of tariff systems has been to develop what are 
called reciprocity treaties in order to secure favorable treatment of 
products in return for the same. The power of making such treaties 
rests with the national executive officer to impose an import tax or 
threaten to obtain concessions by doing so. It cannot be said that 
such treaties have materially modified the movement of products in 
the past, nor created any distinctive trade that called into existence 
more ships. Nevertheless, it must be admitted that the nation which 
has restrictive coastwise trade has an unusual opportunity to nego- 
tiate with other nations for trading privileges.°* In commenting on 
this point a recent writer says, speaking of England: 


When we consider the enormous power we possess in our shipping for 
negotiation, it seems strange that in 1854 we should have abolished the old 
navigation laws, and removed all power of taxing foreign shipping without 
retaining a clause in favor of reciprocity. In the days of old the reservation 
of coastal trade to national keels was well recognized as one of the most 
powerful and promising arguments for use in demanding an open market.” 


If England insists upon such a policy, the vessels of the United 
States, those to be created by subsidies, would find difficulty in secur- 
ing employment in a considerable part of the world, unless the 


“Nineteenth Century, August, 1904, p. 192; Quarterly Review, April, 1904, 
p- 336. 
Nineteenth Century, August, 1904, p. 192. 
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United States gave over coastwise restrictions on trade in return for 
the privilege of carrying products to and from British ports. 

These statements introduce new factors into the shipping ques- 
tion, which have been materially added to by systems of counter- 
vailing duties, preferential rates, both shipping and railroad, indirect 
subsidies of free materials, bonuses, free registry, and reciprocity 
treaties. Legislation along a single line is pretty sure to end in 
futile results. The real problem is a large and complicated one, 
involving national history, legislation, condition of industry, the 
stage of shipbuilding, the attitude of other nations, and, above all, 
the real, fundamental principles upon which a merchant marine rests. 
The bills introduced in Congress have, in the main, overlooked the 
fundamental bases of the question. Too much stress has been laid 
upon speed or cargo qualifications likely to work beneficially for ex- 
isting lines. Even the report of the Gallinger Commission errs by 
placing too much emphasis upon tonnage bounties. What is 
wanted is a general principle incorporated into legislation, such as 
England adopted in 1838, that will influence the entire industry 
rather than some phase of it. It is possible that a wider application 
of the Inman act of 1892 would bring the result so profoundly hoped 
for, but it is certain that tinkering and small rewards can never bring 


into existence a permanent merchant marine. 


FRANK L. McVEy. 





NOTES 


MORALITY ; CHARITY ; STATE INSURANCE 


The Burlington Railroad Company and two of its officials have 
lately been convicted of the offense of rebating. That the pun- 
ishment inflicted in each case was merely by fine, and that these fines 
were all farcically small, is perhaps not so significant as is the fact 
that, with possibly one or two exceptions, these are the first fruits 
of enforcement under a law now eighteen years old. Some support, 
then, seems to be given to the railroad contention that not more 
law, but more enforcement of existing law, is the indicated remedy 
for existing evils. 

And this, in turn, must serve as introduction to the question why 
this and other laws so generally fail of enforcement. Something is 
apparently the matter either with the sort of men selected for party 
support at elections, or with the methods under which these men 
are elected, or with the conditions under which, when once elected, 
they administer their offices. 

The possibility suggests itself here that adequate remuneration 
for the quality of service expected, together with permanency of 
tenure for efficient service, might do something for the morale of 
officialdom, so far at least as post-election influences affect the case. 


Meanwhile it is to be noted that President Roosevelt has recom- 
mended, and a Senate bill under consideration proposes, that cor- 
porations shall henceforth be prohibited from contributing to the 
expenses of election campaigns. A possible connection exists between 
the customs of campaign contribution and the established habits of 
official remissness. 

But what, in careful analysis, is the basis of this prohibition of 
corporate contribution? One of two things must seemingly be as- 
sumed: (1) that these contributions are made for good and sufficient 
business reasons, or (2) that they are not. Surely, if the danger to 
be guarded against is merely that the corporation managers will, 
under the stress of partisan favor, be over-generous with the stock- 
holders’ monies, and will fail of sound business discretion in the 
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choice of expenditures, there is, then, good reason to distinguish 
between private gifts and corporation gifts—though precisely how, 
in this aspect, the question becomes one of federal rather than of 
purely state concern is not readily made clear. 

But if the legislation in question rests upon no assumption so 
naive as this—if the proposed law really proceeds upon the convic- 
tion that all these contributions have distinctly and dangerously a 
purely business aspect, why continue to the individual the privilege 
of contribution as somehow justified under the inducement of profit, 
the while that the same privilege is denied to the corporation on the 
ground of immorality? 

Recalling also that more and more are great individual interests 
coming to dominate entire groups of corporate organizations, and 
are thus coming to furnish the unifying principle under which groups 
of trusts are combining into great central trusts of trusts, this pro- 
hibition of corporate contribution alongside of the permission of 
subscription by individuals falls little short of the grotesque. 


Back, however, of this seeming irrationality are probably half- 
consciously present some considerations better worthy of respect. 

Our political system is perhaps to be regarded as the greatest 
educational force in our American life, and the political campaign 


is, on the whole, the leading educational factor in this greatest of 
educational systems. For the maximum of effectiveness in this 
direction campaign orators and campaign literature are indispens- 
able means ; these means and methods cost money. No small share, 
then, of the expenses of election rank as not merely permissible, but 
as commendable. If, however, they are covered by assessments upon 
the candidates, post-election activities must be expected to make 
these expenses good, and we must face further probability of the lax 
enforcement of law. 

But that the political training of the electoral contest is indis- 
pensable for the purpose of popular government—that this political 
training costs, and must cost, and must somehow be paid for—is 
worlds away from justifying the permission that these funds must be 
secured by the methods under consideration. It may, indeed, be 
possible that the necessity is of a character to outweigh in importance 
the attendant dangers, were it at the same time true that there is no 
other and better way open. In point of fact, however, the individual 
contribution, if truly a pure philanthropy under the stress of some 
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supreme social need, could be justified only upon the assumption that 
society were itself unable to make its own provision for the social 
service in view. That is to say, precisely to the extent that cam- 
paign funds are justifiable for any purpose, there is, on the one 
side, every reason why they should be provided for at public expense, 
and, on the other side, no possible excuse for allowing them to be 
provided for at any other than public expense. 

With adequate appropriations in favor of the rival parties—and 
there is little danger that they would ever turn out inadequate—no 
right motive could exist and no possible excuse be pleaded for the 
solicitation or the offer of private contributions. It is, in truth, not 
in human nature that the individual consent to pay what the public 
has recognized as its own obligation to provide. It is precisely for 
this reason that state educational institutions are so rarely able to 
make effective appeal for private donations ; if the situation is safe 
to care for itself, why should any philanthropist’s attention be en- 
listed? It is only when someone else will not do, that most of us are 
able to recognize our own obligation to do. And thus it falls out 
that if, for any particular institution, any definite sect or any group 
of men or any man has actually or apparently assumed the responsi- 
bility, all other donations are on the way to cease. So all public 
charity discourages private benevolence. 


There is, therefore, doubt whether in the long computation our 
President and Congress have done well to appropriate two millions 
or any other sum for the benefit of the San Francisco sufferers. 
Nothing was done in this direction at the time of the Chicago fire; 
and a measure of the sort for the relief of certain flood sufferers 
received (in President Cleveland’s time) the executive veto. And it 
has already become evident that in the present case the need of this 
government aid did not exist; but it is equally evident that, in view 
of the action taken, the need will at the next time exist. 


Only one valid excuse is possible: This kind of action, if taken 
at all, should be taken, not in the guise of a charity enforced by legis- 
lature enactment upon the tax-paying public, but of an obligation 
recognized and promptly met. That is to say, the nation as a whole 
should accept the risk of the conflagration hazard; the national fi- 
nances so should be arranged and adjusted to the burden ; thereby the 
premiums charged for ordinary insurance should be unaffected by 





NOTES 395 


any conflagration-charge element; and the disappointments and dis- 
illusionments of meeting with no insurance, where insurance has 
been duly paid for, could no longer find place. 

It is true that the logic of all this leads not so much toward abso- 
lute noninterference on the part of society as toward national or 
state insurance generally—a system under which all premiums would 
be collected for fire insurance under the guise of some form of the 
general property tax and, for life insurance, under some form of poll, 
general property, and income taxes combined; insurance would 
thereby become general under state compulsion. 


And some day, probably, state insurance must come; the 40 per 
cent. expense rate in fire insurance, the 20 per cent. rate in life in- 
surance, the risks, the expense, the ill-faith, and the bad judgment 
attending the management of reserves, and, finally and especially, the 
social menace of these great reserves themselves, will one day com- 
pel the adoption of a system in which the reserves will consist solely 
of the tax-paying resources of society—a system, that is, in which 
each man having as taxpayer contributed to the insurance benefits of 
earlier claimants comes in his turn to share in the benefits provided. 

H. J. Davenport. 





BOOK REVIEWS 
Labor Problems: A Text Book. By THomas SEwALL ADAMS 
AND HELEN SumMNER. New York: The Macmillan Co., 


1905. 8vo, pp. xv-+579. 


The authors of this excellent textbook upon labor problems, while 
hoping that their work may not be devoid of interest for the gen- 
eral reader, add the following statement of their motive in writing: 

But it is the requirements of the undergraduate student, and the con- 
venience of the teacher of undergraduates, that have been kept constantly in 
mind. Where it was necessary, we have sacrificed both interest and general 
social philosophy in order to present concrete facts. 


It may be noted in this connection that American economic writing 
today is almost entirely, pedagogic in motive, rather than scientific. 
Books are written for the immature vagrant mind of the under- 
graduate. This purpose is, of course, a highly commendable one, 
and certainly the work under review is deserving of highest praise. 
It may be added that the ground covered has not been well covered in 
any other textbook. The propensity for writing textbooks to cover in 
greater or less detail every field of economic interest, is, moreover, 
a natural consequence of the conditions under which American 
economists work in our colleges and universities, where the pro- 
longed leisure necessary for the prosecution of original research 
is seldom afforded. In their requirement of teaching our large 
and small universities still partake rather of the nature of secondary 
schools than of institutions of higher learning. Obviously the pro- 
duction of excellent textbooks does not at all imply scientific 
progress. No great European scholar in English, French, or Ger- 
man universities would submit to the exactions made by our 
American universities. And the converse statement is equally 
true, that great scholars do not develop where an excess of teach- 
ing is exacted. One great scholar delivering a single course of 
lectures, or none at all, may make a university great in the highest 
sense, while scores of pedagogues can only succeed in extending 
common secondary-school methods and discipline to colleges and 
universities. While welcoming another good textbook in an un- 
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covered field, one feels, nevertheless that the general conditions 
which compel American economists to center their interests in the 
classroom, are calculated to enforce a sacrifice of scholarship to 
pedagogy. 

The scope of this new text is unusually broad, as may be in- 
ferred from the following list of topics treated: ‘Woman and 
Child Labor ;” “Immigration ;” “The Sweating System ;” “Poverty, 
Earnings and Unemployment ;” “Strikes and Boycotts ;”’ “Labor 
Organizations and Employers’ Associations ;” “The Agencies of 
Industrial Peace;” “Profit-sharing ;” ‘(Co-operation ;”’ “Industrial 
Education ;” “Labor Laws ;” “The Material Progress of the Work- 
ing Classes.” These several topics are treated historically, with 
reference to the United States and to foreign countries. It will be 
inferred that the treatment is—and quite properly so—mainly in- 
formational and descriptive in character. To each chapter is ap- 
pended a working bibliography which will be of service to under- 
graduate students in outlining supplementary reading. In every 
way the text is admirably adapted to the needs of the classroom. 

One essential in a good textbook is that it shall be quite im- 
personal in character; shall correctly present, not the opinions of 
the authors, but the present state of scientific knowledge. The 
authors of this text have, on the whole, succeeded well in their effort 
to reduce the personal equation to a minimum, and to present facts 
impartially—an achievement which is all the more commendable 
in view, of the nature of the topics treated, which are all of them 
calculated to stimulate controversy. 

Still the reader will not fail to detect certain underlying as- 
sumptions and sympathies, and the reviewer may be pardoned for 
indicating several respects in which he finds himself in disagree- 
ment with views expressed. He is, for example, indisposed to con- 
cede that there is in the United States today any tendency toward 
compulsory arbitration of labor disputes, or that a solution of the 
labor problem lies in that direction. Organized labor and capital 
are both opposed to government interference, and they have ex- 
cellent reasons upon which they base their opposition. 

Again, the reviewer is disposed to place much less emphasis than 
do the authors upon the efficiency of organization as a means of im- 
proving the condition of labor. The advance of wages during the 
last century does not appear to have been in any material sense the 
achievement of organization or trade-unionism. If labor organiza- 





398 JOURNAL OF POLITICAL ECONOMY 


tions have secured an advance of the minimum wage in some 
trades, they have seriously retarded advances for the more efficient 
workmen in those and in other trades, and it is probably true that 
employers of labor could, as they have repeatedly declared that 
they could, institute generally an eight-hour day without reducing 
wages, provided the trade unions could give up their policy of limit- 
ing output. No economist can doubt—the authors of this textbook 
point out—that limitation of output is disastrous to labor itself. It 
means low wages. Of course, its worst consequences are that it is 
morally blighting, since it places a stigma upon efficiency and makes 
a virtue of shirking. 

Another principle that may be called in question is the assump- 
tion that wages are in any material degree affected by “standard of 
living.” This idea seems to be widespread among those who write 
upon social economic topics. No historical instance can be cited 
where wages have ceased to fall, or to rise, as they have approached 
a standard of living. Under certain conditions they will go below 
the subsistence point. On the other hand, history does furnish many 
instances where the “standard” wage has vanished away into thin 
air, under changing economic conditions. Where economic condi- 
tions are fixed for a period of years in any trade or community, there 
a “standard” develops slowly, but it has almost no power of resist- 
ance when economic conditions change. Always it is wages which 
determine the standard ; the standard is an insubstantial uneconomic 
factor ; it can determine wages only so long as economic conditions 
remain unchanged. In England centuries did not suffice to establish 
a standard of living for skilled artisans firmly enough to offer any 
effectual resistance to the decline of wages in those trades when 
conditions of production changed. The idea that wages are in some 
mysterious way adjusted to standard of living becomes a most 
pernicious doctrine when it is incorporated in the practical program 
of unionism. 

In the present writer’s opinion, this attitude of mind, which sees 
in the standard of living a protection of labor against a decline of 
wages, vitiates to a considerable extent the discussion of immigra- 
tion in Labor Problems. Here considerable emphasis is put upon 
the low standard of living to which great masses of immigrants are 
accustomed, and it is pointed out that this low standard under com- 
petition tends to reduce the high standard of American workmen. 
It is probably true that certain work is taken over by these low- 
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standard immigrants, which may formerly have been done by high- 
standard Americans, but it does not at all follow that the high- 
standard Americans have in consequence lowered their standard. 
Their standard depends upon their own economic efficiency; that 
determined it in the first place, and will continue to determine it 
under any new conditions. So far as the high-grade American 
labor is concerned, the advent of cheap, low-standard labor has 
exactly the same effect upon general wages as has the introduction 
of machinery. We may deplore the condition of the immigrant who 
slaves for the American, but the American’s standard of living is 
raised, not lowered, by this cheap labor—provided it is really cheap, 
and not simply inefficient. The machine displaces labor and de- 
presses wages just as much, and just as little, as does cheap immi- 
grant labor. 

This general principle, that wages are lowered by competition 
with cheap labor, becomes exceedingly vicious when it is applied, as 
it generally is, to convict labor. The attitude of organized labor 
here has been the most serious obstacle to humane prison reform 
that has been encountered—has, in fact, effectually prevented the 
adoption of salutary measures in our penal institutions. The stand 
of organized labor in respect of prison labor is based upon the same 
economic fallacy as that indicated above, and it is, of course, abso- 
lutely indefensible and vicious. 

One word with reference to the discussion of unemployment. 
The present writer is disposed to believe that some of the causes for 
unemployment lie deeper than is commonly thought, and he would 
suggest in this connection that, theoretically at least, unemployment 
cannot be dissociated from the policy of organizing monopolies, 
whether of labor or of capital, to force up prices artificially. 

JouHn CuMMINGsS. 
University oF CHICAGO. 
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